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Ace CORP.

400 WEST AVENUE
ROCHESTJm, NEW YORK 14611

Mlldt 2.7, L998

Dear Stockholder:

You are invited to attend a Special~ of Stockholders (me "Special ~~") of ACC Catp., a
Delaware corporation (HAec"). 10 be held 81 the office! of NbLoD. Harpve, Devan, " Dayio ll.P,
437 M.tison Ayenue. 24d1 Floor, New yotk, New Yo:dc 10022. on Tuesday. Apdl21, 1998 at 11:00 a.m., local
time.

The purpose of tbe Special Mc:etiD1 is to can8ider and vote upon the ApemIIlt IZ'd PIal of Meraer. dated
as of Novellibel' 26. 1997 (the .,Metpt ApnmcDl"), by sad 8IDoag Ace, TeO MJrpr Co.• Ine., a De1av.'mC
carpontiOD ("~").1Dd Ttleport ConunvnkaIioo. Group ]ne., a DelaW1lrc COrpOUGOA ("TCO"), 11)(1
an rell1led tmJ1II<:tions. !Deluding, without llm1taciou. die DHlfJlll' of McqerCo with and into ACC (the
uMetser"). lithe Mept is C01l8ummared, ACe '~iU suniv£ the Meqer as a whoUy-oWiled lubltdimy orTCG,
and the shares of tile Cle.1I A Common Stock of Ace. pill' value SO.OlS per fNre (b "ACe Stoe:t"). rbal are
issued and O\1tIt8Dding at the Gfective time of the MMJei' (other than &h1l'OS ht:1d in ACC'. treUllI')'. or by a
wholl)--owoed aubUdiary of ACe. which will be ~ed without any considcntion beiDa i'sued or paid
tberefor) will be ccm\'l!ll1ed am:omatiCSl1ly into the .riabt to receive a nuraber of shares of me 01lSS A Conm1OD
Stade: of TeG, par value SO.Ol per lIbare (Ihe "TOO C1a$$ A CommOD Stock"). to be detennincd puzsuant to

the Bxcbanp Ratio (as definur below). A copy of die Merger Agrcmwlt is included as ~ppencHx A to the
attached Proxy SwementJProspeC1U8.

The ":Exd1ange Ratio" megs:
(i) if the A....... Price (as defiDed below) is less than $45.00. 1.11111;
(li) if &beA~ Priee is equal 1.0 or paw than $45.00. but DOt In QCCIS of SS5.00. a fraction. the

namenun- of which sbaD. be 550.00 and the denomiD&tor of which IlbaU be lite Avr.rap Price; at

(iii) if the A'V<:nage Price itS JINtet than 555.00, 0-9~09i

subject to~Dtof cam In Ji(U of any fractional share.

The ,.Avenco Price" means me average of the last repocted sales prices per shan: of the TCG Class A
Common Stock at reported on The Nasdaq NatiOQI Market for' Ihc .. QODSecutive U'adinS ct.ys immediately
preceding the trading day immediately prior to tho due gn wbich the closmg of tbe Me:rpr occua.. .

Approval and adoption of tbe Metgec Apmmt and approval of the Meritt require the affirmative vote of
a majortty of the outstBndin: shares of ACC Stock, either in person or by ptO'I..y.

THE '80ABD or DIRECTORS or Ace lIM UNANIMOUSLV APPROVED Al\'"D ADOPIm
THE MEIlGEll AGREB.J\.mNT AND APPROVED THE MEltGElt AND UNANIMoUSLY
RECOMMENDS THAT YOU VOTE FOa APPROVAL AND ADOPTION Oll' THE MERGU
AGREEMENT At"ID APPROVAL OF THE MER.GER.

This Leaa' to Stoe:kholdcr$, tho IUtacbed Notice of Special Meztin;. tho form of pro~ and the Proxy
StatemenrlProspectwl were 6tst maned to ACC's stoekhl)lden; on or about M8Idl30. 1998.

In reaching i~ c:lotetJuination regardin& the Merger As:reement and the Mer,er, the Board consiQeled.. among
other things. lbo opiJUon of Mcqan StiWey & Co. Il\c.orP<xated as to the falmess, from a AIIIUCial point of view,
of the ConsldemiOR to be xeeolved by !be !rt.~kho1derll of ACe pursuatlt to the Merpr. The opinion of Mo.tgaI1
Stanley & Co. IllcotPOJ"lled ii in'lude.d as Appendix B to the att~hed Proxy StatelnentJProspectUs.

The aoaro of Dircctcxs bu fixed the dose of business on March 18, ]998 as the record date for
aetenniDatiOIl of stockholdlll& etltitled to notice of and to vore at me Special Meetine.

In view of the iInportance of matters to be acted upon I1I the Special Meeting, you am inv1led penonally to
lUtend the Special Meeli~. R.~gardles51 of whether you expect fA) be present in person at me Special Mectin.t::.
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CQIIIeIItS. A.c:catdiD&lY, there can be DO~ thIt me purd1Iso of Ille U5CII of K.CPN will be sUCCCISfWly
COIIIIIIIDDm.d or,. if sDCCeIlftilly completed. whim il might be eompleted.

TO SubordinGletl N«,. In December 1997, TCG repaid at a cti.scwmed value of approaately $25.1
IIdl1io4 the TCII~ ootc (the '"TCl SUbordiluad NcuU

), in the orilinal principal amount of $26
mil1iQD, that it bad issued 10 TCI in the TCG~zation.

.' .
. 1997.iqufty OJfrriAg. On Novembtt 13, 199'7. TOO CQDSnmDJllb'd II public offerlDa of 17,250.000 shate$

of'lW Oua A Common Stoet (die "1997 Bquit.y OJrcdD&U). Ofthc 17.250,000 Ihua. 7.304.408 8b8tes were
otl'erDd by TeG (_iDOl net pcx:eecls of~ $317.4 million to TeO) and 9,945.592 sbaIca wen:
otl'eted by CoatintDtll HoldbJa CompImy. a MaslaChuletts buliull a:ust, Ite Ihares of which are owned by
MediaOne of DellwtN. s, wbic'b is 1lo'boU)' owned by U S WEST, IDe. (''U S WEST"'). MaliaOne of
DelaW2Q., IDe. _u t'o.rmcdy lmowa u Contiuntal Cab1eYisloD, lac. C·CoatiDlCltlJ"). CauIioeD&al acqtdred its
illferOIt in TCG in May 1993. ItA a teSlJ1t of die cOl1summadaa of the 1997 Bqulty 0fFaiDg, ContineDIal does
DOt hold any shares ofTOO Common Stock.

'\

B;Utll COflflftW'licGtion.r.lm::. OIl Ootober 29,1997. TOO aoqDired. the mmaiDiDJ 50.1111 equity~t In
Bittel ComInwncalioDs, Inc. (UBizTd") DDt~ by TeO in udun." fO[ the kmauce of 1,667,631 sbarca
of TCG Can A CauuDon Stoet (wicb cab pIid JD lien of 8Il1 fractional rhatet). TC(J}wI previously acquired a
49.K.inteft.ft iD BizTel in~ 1996. BizTe1 holds JlCC IiCDDSes tu proYidc tdeeOlDJlUlAicltious~
adliziDg 38 GHz diaiEal miUiwave D'Ulsmiuion in ow:r 200 seoltlPhic ueaa, whk:b :b1c1.ade more d1an 95 ofme
]00 larpst mecropoIillll marUtI 80d .xI DW'Gts w!aK'e TOO gpen&eI. lIizTe.r's 38 GBz milliwave eent.ees em
be used by TeG to ClOODomically COIIIlCCt CVItOJrIIlItS tu 1m's fib« optic aetworb. to pNl'Ido network
redundancy. diveno l'Ow:UlI8 or qtaick ~porary iJ2sbtllaLiOll& and to provide ltand-alOJH: faeilides where TOO
dues DOt baYe llber optic networks. .

&utUil TeleLtJp: C(lrpo~n. :Eft'c:c:tiv& as of M8rch 1, 1997, TOO completed. its lII:qUisition of Eucetn
Teld..oaiC Corpomion (''ETC'') for2,?S7.083 mares ofTCOClaas AComrnon Stock. TCG 11$0 assumed. SS2.6
JnilIion in r:rrc debt Bad loaned $115 mUllon Ul ETC. the p:nx:eecls of wbich '\\'em uSfld. by ETC to~ the
stock J:1eld by certain minority sbareholdcn. The ~oo or ETC pmvides TCG 'With ICCCSS to the
PbilacWp.bia market, the oatioo's fifth Jargcst I'rIdIet. and. aDOWI TCG to estabUsh a coatipou MtWOD: between
BOJIoo and Wublnpol1, D.C. BTC~I &Class S disitaJ tdepbooe switch on its S2S-1Dile fiber optic oetworlc
which COJUJKU to utore than 360 b~a. After 1M ~ls1tion. the name of ETC was cbBDged to TCO
Delaware Valley, me.

. .'
CERFMt SeTVlCfl. lrn:. On Pebma:ry 4, 1997, TOO acqui,nld from Geueral Atomic Technoloyes

Corporation aDd Gooeral Atomica aU tho ouwaodiog capila1. atoa. of CBRFnet Services. IDe. (HCERPoet"), a
leading regional provider of Immlet-nllttd aerviccs to buAnessed, iDcludiDg dial-up'and dedieated Intcmet
IICCCIS, World W* Web boaq.lIld co1oaIIicm sCl'Yice5IDd hwJmet trBining. TCG issued to Oeneral Atomics.
CIillPDet's fomIcr cont1OlliD.c IIOCkholdcr, 2,100,000 sbaJ:ea of TCG Class A Comm011 Stock aDd. pamed to
GeDcnl A1omi.cs and. Ci«'tafD of it5 stoeZbok1ers oet1ain IeJisb'ltiou r!Jbts wi'Ib respect to snch. ~bare5. After the
acquisition, the name of CERPnet 'WU d2qed to TCG CJ3RPDet. Inc.

TCG', principal executive offices arc located at 437 Ridge Road, Executive Building 3, Dayton, Now Jersey
08810, and its telspJ:1one 1lUmbeds 132-392-2000.

'.
. .
~1IIIDess of ACe Corp.

ACt:. is a 5Witch-bued pcovjder of telr.communicatioos scrvic:es in the UDlled Swea, Canada, the United
Kiqdom (the "U.K") IDd Garmany. ACe prhnarily ptO'IidQ loq dI&taDce te1eemnJDlmiclliCldS Ser.'ice$ to a
diversified ewtomer bale of lJusiM$ItIS, residential customers ad edllCaliODal institutions. ACC also provid.e5
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toea1lelepbone IC'n'ic& as • switch-baled local excban&O relCl1Jcr ill lJP'raro Now Yark and~ _d as
a RIdIer of local ndwlp setVic:es in ~tarlo aDd. Quebec. e-'dI ACC eaIIDd tha GenDIIl mmket during
19P7 u ••witeb1eR reseller of'" diltlDce~ lIIIViceIllDd bc:c&l'Qe a lwileh-bued pmvidor
mOamaaoy ill Febnw)t of 1998. ACC opemte8 ID adftllCell ~cllliOlll Detwork. ce:JoaiIIinB of_10D8
distllllCO imematioaal and dornesdc; swifCla loCllCd in me U.s.• Capadl, tb U.x. and G:mwIy. ,Ix local
acbn8C .-itches leated. ill Ibe U.S" le8Ied tannillion 11Des, :iDdefelllibla npts of UJe in intuDatlODal
aubmIriDo cable. ("]RUs") IIId BetWoc:k I'OIIIIIpDalt 1YSte1DS dMiped io opt;imID uaf1i~ routing.

ACC's objective is I'D pow its te1econmumicIDClN castOIner buc in tts exildDa mubts and to establish'
iUd' iD~Weetem BuroJ-n muk&ts tbat ha'ft hiab density telecomGlloir;ations b:Iftlc: when ACe
be1ifNeI _ bnaiMfl ad fOI'illlOry CODditiCIIIJ WItttllL 'lbc by e1emIDts of ACC'. b11lJiDels S1l'IIeIY m:: (1)
10 'IJnaieD Ace's peGelniiOll of tbe u.s'1c.IICti8., U.K. and GemJan~ marbts by
upndiq lis 10DI diataDcc:, IooaI aDd ocher service offedD8S lIDd geosnpbk reaeb; (2) to otilil.o ACC's
opcndDa ex.pedcDce • aD eady eotnDt in darepJadDa mabts in the U.S., caz.Ia 8Dd tho ux. 10 peoeIrate
0Iber delePJatiq adeooaunuoicatioDllNI'kItI tbIl JiIBvc bish~ tekccmm.aaica1i tzaftl« (3) to achieve
ecoaom.iae of ICI10 md~ in fbe dlIzaIioq of AOC', DKWOIt; aDd. (4) to .. 'aeqalsi1ioos. ilriatmllarts or
st:rIIBIic aD1IDces involving .... e-' busiaelllCS Ibal IX'e oompleiwmtary to hCC'1S cwxeu.t opcratioD$. •

ACX:'. priDcil'U «.mpe*iti~ I1lOSJ.&d;Ia are: (1) ACC's sakis 8Pd 1IJIIkcOn& orpn'zarjOllIlDd the eastoml2led
MrVice ACC offen to its eustolDetl; (2) Acx.'. o«eI;tDa of compcIitiv& pdee.s. whidJ ACC ~es~
II'e lower a-. prieN dlIrgoed by tbc major eQIiers in etch ofils 1I'JIil'bII; (3) ACCI. positiOl) IS III earl)' cIdrant
mthe U.s., C'.andan and U.IC. marbts. aD altetDldive caaier; (4) ACCs fuca 0II1DOftJ profltable iDlamationaJ
~ea1ioDa tIIffic: betwea't me U.S., Caada I.Ild the U.IC.; 80d (5) ACC's switched-hued nctwOJ:kiD&
CIpIbDIcles. ACC bclicvee tbat iUs owaenbip ofs~ reduca its reliaace on otba' carriers aDd Gables ACC
to et.llcieady rout£ teJ.eoommutdcaticos tmf6c over mo1tiple lcaIId traDsmlsli.oo. liDeB and !RUI and to eonlrol
CUICB, clll~ data ud C1IItomCr iafonDUlon. The availdlility of exiatiDg triasmisfion eapaoily mita matkets .
mabs leasiog of tlaDBmission bel attl'8Ctive 10 ACe aocl enab1ea it to grow netwotk us. without baviq to
:iDcur me tipifiCIDt capicalllld operatiq coltS~ with the dc\I~opman:ud operation of a tranmlssion
line iofrulJtlCtllm,

M:;C primarily tareets buiocu wstolJXlDi with approximMd.y~ to SlS,OOO of DIDIltbly UAge",~
residc:Dtia1 CllStomeI"S 8114 colleges and \1Dlversitiea. ACC bellows 1har. in addition. to belnc price-driven, these
customers toDd m be fOCUlfld on CiUSlOG1U aervicc, more Ubly to rely OD a slDgle aarier for tbelr
~ODS occds IU1d.less llDly to c:harap c:arriers 1b&n larpr ClV!Imeldd CUJtOmen.. Tbc dj;venlly of
A'X's I:IrpCCd custDmeI: buo ezlbmces nelW(l(k 1RWzaIion by combiPiq buslDesHrivCD wodatIy traf6e widl
.Di8bt and weckmld oft'-perak traffic from. et\1deD£ aDd rma.mtial CUitoIMrS. ACC strives to be more cost effec:.tive.
flexible, Umovatlve ami n:aponsive to d1e Deed5 of its customm tbau tbe major ClDiers, which pdncipaUy focus
tbeir direct sales effOIt$ 011 1Irp CClI1UDCl'Cia1 accoums aDCl £eiidc:Dtial customa'S.

At::£, wu origiDally mc:orpondl:d in New YOI:k in 1982 under the name A.e. Te1=cm~Corp. 8Dd was
re1ocoI:poraled in Delaware m 1987 UDder the DaJre ACC Corp. ACe ~.'8 CDDI06dBted subsidiaries iDc:lu&
ACe NIIional1..oDl Oilbmce Corp., ACX N8liClD&l 'I'clccon\ Corp. 8Dd ACC Long Dlswlce Ccap. (co1teeti:vely,
"ACC U.S:'), ACC TdEntaptises Ltd. ("ACe Canada") and ACC Lon, DiscaDce Ul{ Limited ("ACe
U.K,"). ACC's principal executiveo~ are lae:atlld at 400 West Avcal1O, Roc~, New Yort. 14611 and its
teIepbone number at lhat address is 716--987-3000.

A.CC Reetat DeftIopmcDts

ACe MmuJgmtJlnl CMngu. On Decemb« S, 1997, A.Ce iID1lotlDCCd that ite. O1aJrmau of the B08fd of
Directors 1IIld Cllet' Executive Ofiker, David K. Laniak, 62, bad died unupec8d1y due to health-rela~

compliClttODS. Ai a result. ACt:,'5 BOlIlId of Dixtsctors named Robert M. Van Degna. <hinnan of 1he Board of
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s~,~ FI....cIal Data~ACC .

The foUowinS table pmJBntJ.~ blsioo.cal baDciaJ da~ of ACe~ hi.• dIl.1 for'each of th~
ycua in thE five-yqr pedoc! eoded Doc:embet 31, 1997 have .been ..~ved from the audited ~c:a1

coosolidated finlDdal st8IDeBU of Ace.

1'hesc data shoold ~ read in coojunctioJ1 with, aDd file qullifte4 in'~~ by, ~ CODSOHdatzd
ftDlJlCia1~m of AOC and the related noteS thereto, wbich are included hcn:in. See uInd&x to pj.11II'Cial
StMemeDt&-ACC Corp. aDd SubaictitDie$." . .

1'GIIl I' , ••••••• II •• 1

Hilt 0.) b ~ opaItioaI(l) ..
1ft[**-(kIIs) fan ~CIIlIinakIIllP"I'tioD5aflle: 8aia A Pre!etred SIDCk
.~..""(1)".", .• , ,., 1' _ .. ,. ••• 1', >••••• 1' ••••

NlILS-oa.) hID CCII'IIIIIIlIne OI*ItlOM afW B6rie& A~S~

ci1ideIIdIud ItCledoa per CQIUIOII ud ClIIIImcm IqUlvaIeAt IIItte(2)
~ I' II

-.dlIIIItBl I' I' I' I' I' I' I' .. I' III I' • III .. I' I' .. I' III I' I' III .. III .. I' 1''' I' ..

0THEll PlNANCIAL OAfA:
CIIhdi~~ pm dun ofO~A ComIDOD Stoek(1)(3) ., ••••• "

TGIII1 -00 I' I' I' .. 1'. I' • I' III I' I' III 1' .. I' I' .. I' I' I' I' .. I' , I' I' .. I' .. " I' " .. III

J:.G1I -.n*"t, lIIXdQf:fllll CWIIIII maNriIieI ••••••••••••••.••.•.••.•••••........* prel1xJ;ed 5lOl:k , '" , •
JibIIleIlo1ded' eqaity _.. _..•.. _••• , ••• , .

., y.......""'. _31
UII . lIN "(5) IJH 1""(')
~;;;:;;",,,,peJ'-.u;-_II)

• 1

SI05,946 $12&.444 $188.~ U06.767 S3n.613
S 1,553 5(11,.329) S .(5,H4J .$ ?1~ , 10.391

S 1,6.53 S(lI,52») S (~.) S 5,214 S 10,391

S 0.16 S (1.09) .$ (0.52) $ 0.37 S 0.62.
S 0.16 S (U19) $ (0.$2) * 0,34 .. o.J9

S OAO . 5 O.fll S 0.02 $ S

.........31,

~ UlM ~ 11M 1Jr7(4)

S 61.118 $ , ..... 'IWI4 1204.031 1319,618
S 1,795 S 29,914 S 11,050 .. 6..rm t 90.221
S S - •S 9.448 $ $
S 31,506 S I'~. S 26,0i07 5117,863 SIf7.716

m ..... iJIIpKC of S2.160ofc:ltlrpl iDc:malla IPP4 btlXlllllw:doa wIrII.wllMlMlVofrllbACC IIIllwQdr;to~far.11 accea
!Dr*e.-u-~.A1Io iDdIIdIIm...wri.cIown of Sl2,1071r11P9'J.

(1) (M lime 14, 1996, lIae ACC BOIftl wDirectDa audloa= A IInWar-two*ct aplk .1hI fotaII. of aISlaClk dividlmd iAvo4 OIl A..
8, IM6 ollhe AOC Sudt 10 .....~ elf~ iii of July 3. 1996. _ IIld per Ibn IIDlMIIII:S f« all priot -paiod& laWl bam!
IIlIjuod tw lilt B*k Ipllt.

(3) TheNr. JIMneIDIInlllgalDlGI:S **1 !be paymanl DCdi~ oo1be ACe StoCk. AOC aalicipIICIlbIt ie wm DOlI)IY dividld in
de lDraeabJc fu&'IR.

(4) IIlcIIDIlIIe Ifal\s at apcaIiDIII of~ acquited by ACC durins 1m: 't'Rupbolleb1~ LuL itam ID11& 1, 1997. UDttId
Telecclal LTd. froa\ July I, 1991. VISTA InlMltlioaal Coamumiwions .ao. &om Aupst 1. 1997, IIId TdawicmIl CommImIc:aTJoDs
DIuIIcbIMd LinIiIed~ Itcn My], IWT.

(5) ..........data fnllIl cIiIcoMnIzd DpCI'IdoN 11 acI1Idld.
(6) Iududet. ths~tJ of opr:nt!ou 0(MewwIcIe CommunICldGlll from AlJI,GIII, 1995, ths _ of aoquisiliOJL
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THE BUSINESS or Ace

GtDrnl

ACC ia a swimh-bucd proYider of tc1cc:ommuniCllioaa ser¥i~ io the 'United Sc:aa. Caaada, w. UK and
~. Are priIMrily povidos loDj distlDce telec:onummica1iOlll ICl'YiceI to It divati&ed. custom« buo of
bRtDeIIl"'. !!l$ideatial CIl.Itoma:I. aDd cdur.alionl! iDltitutlODB. ACe alia proYidei locel 1dephone service as a
swRdl-bued local exdIarIp rese.llef ju upsha New YClfk and MuslChuscuslDd as a maeJJer of local exchlluge
seJ'YiceI ill Oniado 11K! Quebec. e;,n,N ACC eDt£red the German mltkct durios 1997 u a swit<:bleu D:leller
of 1oIl8 diDDce 1elecommDDlaalioDs services IIICl blClDle a switeh-baNd provider in GCftDlDy in PcbnIary of
1998. ACC opcnIa lID _YllDccd rdecomd1U1Ucadoas nelWOrk. 00JWstb:lg of -1aD&dis~~ and
doineeaic awitcbes~~ 1hc U.s., Cmada. die U.K.1Dd CJennlDr, m.1octl ex,,_. switcht.lllocIIed In
me U.s., leued~sion lines. BlUIS ..Mtwort ~lpIDMt~ draisned to optimi1.e Il'afIic routiD.8.

. ·ACeS objective ia to grow. ita tclc:colDJllllDiCiliODS customlr buc in iU wring madcmJ aad to estabUsb
irself mdaplltlq WeefaD. BuropeaD JDlrkeb Ibat bne high daJaity tDleoolDllRlDicatiolls tlBffic when ACC
belmW51bat busIIulIllIJi!l repWory COIIc1i.QoDs waaant- The key elt.lDCllU of ACC's bosiDas BIrateJY aD: (1)
tD bnNIden ACCs peuIIMIon of tho U.S.. CaudaD. U.K. Ad Gmman tclceormmmicadoDs mmbcs by
_pIDCIin.g ill IlXI& diltaDCe, locel IDCl 0_ Mioe otl'eriDp aDd popapbic l'elICb; (2) to utilize ACC's
DJ18IIItiaS cxpaieDce ~ an ad)' eDtrat in dea~1l8 marbU itllbe U.s., ClDIda Im4 the U.x. U)~
o1ber derepladD. talecommanicatioos ma:rtets that have hiP density teJrmmnmaicaeilXl8 katfic; (3) to echioye
ecoDOmles of ICa1e and scope In tho t1Cili.Wiou of ACC", networki aDd. (4) to scck acquiaitious, investmcDU or
aIDteIic alIiIDceB iovolvioa "letS at businesses that 1ft> complematary to ACC'5 C\1mnt opDtiana.

ACC'. pm.cipel oompmlUvo sueDg1hs IRI: (1) ACX:'B sakis at ~etiDgCIlpDizatioa aDd the cUBCDmizcd
ac:rvicc ACC offi:rB to its CU8tIJmen; (2) ACC', offetDt& of oompedtlvo prices, wbJc.b ACC believes pncral1y
Il'O lowtf than prica charged by the major carric::ra in each of itllDllrbtl; (3) ACC's positloo as III oariy entraDt
in the U.s., Canadian aDd. U.K. mmtet$ as an a1trmative carrier; (4) ACC's focus on IJIO(C pru&tabte iI1IetDalional
teII!IcoaDnUD:lcadOl2S rramo betwecG tbo U.S.. Quda and mit lJ.K.; amd (S) ACC's switcbed-bued netw0dtin3
C8p1biJiries. ACC believt£ Ibat its owD«SbJp of swlteheB reduces mrdance au. other carrif::rs aDd enablell ACC
to eflicieDtly ro~ &elecommunicalicm' tndfie over dl1liplo leased trIDImts&Ion llDos and. Dl1Je and to CODlrOI
com. (:JIl {I!lICQId data and c:ustoma' iDfonnation. The I.vailIbilily of eJCittina~ capacity In its JDaIkets
mab& leU: of traormissionline$ utractiv~ ro ACC lind enables it to JIOW oc:twork III8P ,,'ilhout bniDg to
iDcOt the si&niftcw capilli and operadng COsts usoclated with dIIll de:velQpmsnt and. operaDon of a tran&misaion
line: infrubUcture.

ACC priJzWily tataeES busintu CU5lOmetS with approxlmately S'OO to Sl'.OOO of Il1OJ1thly mage. selected
relidcntial custom.ets aDd co11cpa and IUliverBitics. ACC bclicvea Ihat,. ia addition to being price-driveo, these
cu&tomIrs tad to be focused QO eustome:r service, more likely to rely on a amp camet for Iheir
telecommWl1cadOl1S Deeds IDd less Ubly to c::haD:e caaieJ1 IhaD Iarpc~ customers. 'Ibe divc:nity of

. ACC', rat&eIed customot base enhances IlIClCWOI'k udlIzatt.OD by tom"biDinl boIiNSS-driwm workday traffic. with·
nipllDld weekatd aff-pR1c.lX8f6c hm ttW!eDI and. rcsi&alial customers. ACC 6Ui,," 10 bo more COlt ehciu.
8cxiblc, innoTatiye aDd .respOnsive to tb: DeClda of ill CU3tUmeo than IN: major caniets, which ~lpaJly focus
tbeir direct ..ales effOft1ll an IIlJ8 r.omlN'Jl"cial accounts and residential alstomers.

ReeeBt Denlopments

Ace MtlIIaIUMnl Ch4n"s. On December " 1997, Ace 8DDOunced that ns Cbaixman ud Cbief
~ve Officer, DaYid Ie. Lam*, 62., had died uoexpec1ed1y due to healtb-re1ated comp1ieations. As; a result,
Ares Board of Dircctan 1I8IDed Robert M. Van Dcpa. Chairman of the BOBrd of Dircceors. Mr. Van Depa
has saved as aD o*de dlrector of ACe 5lnce 1m. ACC'5 Board ofDirectors ako established 111 offic::cs of th~
Qdef EXtoni've 10 jolnt1y peIfonn the funct10u of Wet Executive Of1I.cer, cons5s1lDg of Cbrtstopher Bamoft,
Bxecntive ViCL\l PresideDt, Mic_l R. Daley, Executive Vice President IUld ODot Financial 05eet, and SteVe
M. Dubnik. Executive Vice President
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u.s. 'WAn'II.",r. On Ootober 21, lW7, ACe .tend iDID the USW Itt....Apemrm, by_~
Ace. Acquisi1loll Sub, aDd USW. pall\WJt to "fhicb AaJuisitioll Sub would haYe DIIDl'Ie4 wi1l\ 8D4 _ tJSW
(th8 "USW Merpr"). OIl Mtn:b 11. 1998. for RISODI ")'ODd rJ:e coutrol of bodt pattW wbidllllldC it
lmpOldblo to cooelude the USW Mqcr prior to the Mm:h 31. 1998 tennlDarlOJ1 da1le, ACe BOd USW agreed to
a mutual termiMfion of the USW MC1'F Agreanent.

lDdustryOvenriew

The IlobaJ celccom.alulJicatiODl industry has drImaIically chanpd dwiog the put 8eVeral yem, beIInn',.
in !be U.5. with AT&T's dh'Mlimte of Wi RBOC5 in 1984 IDd cIIlmiMtiu. -idl tho 1996~~ .dJc
U.S. CommunicUioua Act of 1934 (lim "U.s. CnmtmnUcatioDs Ad"), IDd conIiNlina in ea... the U.K. aDd
other c:ouutries with VuiOUl repJuIXY c:bIDps. PrevioDlly. thtllong di$lgce mJecollllll1UUclticm i*ttl)' lD
the U.s., Canada IJId tbIll V.K. CODldsIed of cae or a few larJe facilb.ieIl-bued c~, ,~ IS AT&T, Ben
Canada. anel British Telecom. AI a teSu of the AT&T divestiture III.d the recaH 1eIisiativo cJIIDp1 in 1be U.S.
and fuDdlmeJUal ftl~ c:ha,Iu in Canada lIIId 1hc U.L, c:QUPled -1m 1eC.bDo1oaieel 8Dd~
lDftu~ de\'elopmems which iocroucd sipi6cantly the vob mel 4aC&teSec~GIUI tnn~igjon

capaclt:t' of dominant cmiets. die long di'QQl~ iDdaAry bas ~ve1ope4 into I.Iqbly competi.ti:rc ODe CDIUietiq
of DUIIleIOl.1S altunative 10DI clistauco cmHrs In each of~r: couotriea. In additioa. &iace the AT«f diveetlrule
in 1984, C01DpOtition has hoIptMNl ill Ihe local excl.ump: market in the U.S. ud CeadI ACC IIIIWpaIes rbaI
d«eplaulry aDd economic iDBDCIlCe8 wID promote the deve1opqwa.t of oompedttve m1eoommuaUc8lioDll IIIIIl'bts
in mba' C<JunIric:5.

Lon.g DistllnCl MtIl'bt. "[be U.S. JODI distmco mukot bu growa. to CM!=r $93 billion in IDDUU reYel\Ilf',$

duriDa 1996.~ to fCC esdmateS. AT&T baa RlJIUIincd Ihe larpa loas diBtIllCC cmiel' in tlJI, U.S.
1I1IIUt., %8tPaiDI approx1mare1y 4K of the~ with Mel and Sprh1t with ~peclive marbt shares of
.pproximately 209& and 1~ of the IlUlrDt during 1996. AT&T, MClIDd Sprint ccmtltute willi aeaemJ1y is
reptded as the tim tW in the U.S.1oDg dilt8D~ 1JllIb[. r....p rel1OR11loD.1 dJlcuoe companies, tome with
national capabilities, such IS WorldCoJn.lDo. (wbicb.ln 1996 merged wirh MPS Communicatioas.IDc.). CWI.
Frontier Corp.. ExcBl Te1~=cati0D5 aDd La InImr8Jional, CODIIiIute the sec:oDd tier of the industry.
alIbou:b Wori.clCOm weald beco.ane a first tier company upon CODJUlDJDltion of ita pendiag merpr with Me.
The remaJndtll" of the U.S. lq diIblDc:e mlll'kct share i& cmnprisw of several blJD.dred smaller competdea.
iJdwiing ACe U.S., kDown u tbird-ti£r caalOB. In addition, JeCeDt U.S. lepslation. which RlIDOVCI certain
loag-standing m,trictioDs OIl the abiUty.of tbf, RBoc. to provide 10111 diBtaDpe scrvicea, aDd tIiB WOdd Trade
Orpnization ("'WYO") accord on bllSic serviees, will have a &ubstalJ~" impact~ the JoDI distaDoe IDIlbL

Commencilll in 1990, ccunpetition wu inlroduc:ed in the Canadian long disr.m:::e maket. The CIDadi·n 1003 .
d1~ maa.et it. dominated by a ccmsOflium. off~-ouedlocal aDd 10m, dilamDe tolepbooe COJDpImieI
(c·S·, BeU Canida. Be Tel. Maritime 1'£1)~ as the "SleDtor" AfOUP of ca.mpanid. A HCODd ;roup of
1001 distance providen, c=sia1iDl PriDdpaUy of AT&T Cullda Long Distance Services Compuy (UAT&T
Canada"), Sprint CIDICla (I I1Ibs!dla1y of CaU·Net TeJecoJDDlUDiCllions 1Dc.) IJId fOMOROLJ\ Inc., OWD.~
opl!lZ3te ~mi6sJoa UDes tbroulh which they provide laDs dilt8DeC voice IDd data sen1.c:es in lbc Cuactiau
mubt&. Other long distance ~dcnl., inc:luding ACC Canada. pnera1ly lease transmission UI'lti rJ'm)ulb which
they~ long distanCe services in the ClD8dim market.

The JDIetn8lional,lUIIional and loc:al~ to{ voice telepbone setVieesI ill the U.Ie. aod Nm1bem Im1aDd
a&::COwned for approximately (Powell) l.~ billlon, (Pouods) 2.0 billion and (Pounds) 2.2. billion. respeCtively. bi
revenues daring mo ]2 months eAded Msl'cb 31, 199'], according to e5tim.ates ftom 'I'bes Office of
T~Unieatl.oDS ("Ofrt;1"), the U.K.ld.c:c:ommumcaaom replatory aulhori.[)'. In 1M U.K., British Telecom
historically has dominated the tclccommnnicdioo5 mI.'tbt. BrltLsh Telecom 'WU 1h~ 1Iqest catrict during sDeb
12 month period, with a.pproxi~ly S8.Z~. 78.4% aDd 88.7CJl of the revenues from iDtemation.z. natioual and
loe61 voice le1ephonc aerviee$, IeSl*tl.ve1y. Cl)ble &: WIreless (UCWC") wbicb owns and~
interexcbange aJ)d local loop traDSmissioa facilities. is the second 1arg&5t caxmr of voice tdeuJtnnlUDications in
the U.K. The femalnder of me U.K. lon8 distance market is comprj.sod of aD emerging market oflicensed public
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tdepboile opaIIU[I, sDCti U Eu:rgiB'Co~adons Lrd. (uEnerllsu), WorldCom, ACC V.K..aM \'trioWl

cab1C compllDies. and awitebcd-bQed :resel1ets~ as 'flint Telec.om and Esptit Telecom of me U.K. Ltd.
(uSlprit") sod Sprint. . '

. l..ona &staIlce r;micn in tho U.s., canida and tb! U.k. can~ cliltcSOrized. by ~everal distinctions. One
dfs1:IDcdoa.~ betwecm trlD$mislion facilities-baaed COJ:QPIDies and DOD-traD5lDisaiOQ fadIldes-baied COmpaniES,
or ~ers. TPDsnriuiaa fJdJitles~b8.tled carriers, IDeb as AT&T. Bell Cauda and BrhlIh~ own their
own long diSltlmce~ or transmiBaion facilities ud oriainm ud term.lDate calls through local
oxchIop systems. Profhability fex transmisaion fac:llitIes-basJed cmicra ia depeDdet1t not only upon thQ.. ablllty
to pIICnlIC I1Ive;nues but abo upon their abillty to tn8Dqe comp1e.x~8 Ilmd traDsmission costs. AU of
the fiist- aDd mOSl of tbc .cCoDd-tier JOIII disranee campania in tho U.S. ~ta arc IraD5misslo.a facilities
baled CI1'I'ka 8Dd pnei'ally offer service dationwidc. Moet traasmiaaion facilidca-ba$cld. emtea m the third tier
of tbf: ..Darbt offer theil iervJce only in' a limit~ poJtlPbk. am.. Some ~0l'I facilities-bued cmim
contrICt "'itb odIII' ll'aDSmiuion facilitiM-bued c8lrienf to provide transmiBiou wbcze they have geographic
,. lD melt f&cI1itiea. Curiers tbat opKale primarily as switcbed-bued RIIe1I.crs. soch 15 ACe, C8n)' their long
d:l.a:aDoe rtaf6c cm:r transmjloSloa. linea leasr=d from ~siQ&lfacilities-baled eameo, 01i&iaMe IlIIl1 te:nDinat£
oaUs dIl'oup iDcumbent *a1 ex.cbtnIe l:Il'rim or a...BCs sut:h IS TCG and COIlQ"lCt wi!h 1rmI8miasion facilities
btIaed~ to provide ~miuioD of 1011: dilQDCt t:rafIic eilhr:r on a fixed race I-.e basis pr a call volulXltl
'-iI.~ fat J1OIl-trQIIDjuion fadlldes--b8aed cmim is depeDdet111Ulcly on their ability to pnemre
and ....0 saftlcient revenue wlume to neaoriate dU'lCtivc pticiDI wkb one or more 1J'aELmlission facllitie.s-bued
~.

.A .secC'llld disdnction mLOIII 104& diltallCe COUlplDies is lbat of lJWiteb-based vemas switehless rcseUeq.
Swicdt-bIIIcd rcsl1l«1, mob IS ACe. have one or mote hIi.tdIea, which are sopb!stiC8b:d computers that direct
teh:lcomtnWJieatloDS ttaffic to forJn a traDmWision pllh between a calIet and tbc:.recipilQt of a calL All
tIaU1Dlsslon !acilities-bastd c:aDiers are switch-based (:1rI'ien, as ere many non-tmlsmission facilities-baaed
081Xic1'i. iocluding ACC. Sw1mhJe&s rcacllcr&, Ut oom:rut.~ on 0D8 or moro ~mi.5liOD facilities-bued
cmicn or awilcb-based. JUClJcn for tranmd5510n and switching facili1;.es. ACC believes that ita owneqbjp of
IWitebes reduces ill reliance on otber carriers and enables Ace to offlcm1dy ttlUte talecommuniQUOO5 traffic
~ multiple leueel tl'IDIinUJsion liDos ami to cODtrol con.. call leCOtd data and custolQl!f information. The
availabllity ofexisting traJmD1IsioD capacity in im mar_ makes leuing of tnn&miM;0II linos anracli-..e to ACC
and enables it to 11'0'" DOtWOrk. uAp without hiving EO i1JCU1' tbr; signiueant caplral and operating co.sts
_Odated with" die deve10pmmt &Del op-4'tion of a tramlmiuion line tllfrastnlctUte... ,

LtJcaI E.xc:hange MarUI. In 1bt U.S•• the exi£ti.n. stmcture of me telecomsn'UDU:atic:ms inda$1IY pdncIpa11)1
rcsuJteCl from tbe AT&T divc.stitUm. As pM of the div~. SCMlQ DOCs wr:tC: mdccl to offer SBJVicell in
IipecUled ,eopphic ... called Local Accesa a.od TI'lDlport An:u (uLATAsU

). Tbe RBOCs were sep8tIted
from the laD. distazKle PIOvider, AT~'f. :resuldns in 'the crcadon of distlDCt local exchange and !on:dl~
!,*~. SBo the ATAT divestiture, several facttn have serVed 10 ptOmOie competitiOl) in tho local ell'CbaDJe
.-rbt, iJlcJodq (1) Ihe laca1 excwae carriers' nionopoly posilia:ln. whidl provided. litUe incentive: for the local
~~e c:ompIIDiM to:reduce prices, improve lflt'Viee Ot upgnde.their D£tworks.. aod relaa:d. rqulatiom wbieh
rIquin:d die local~ euricn to, anJOq othet thin,p. lease transmissJon !aciJitieII to~ye c;mlOG,
web • ACe, (ii) .0GSt0'tIlel' desire fer aq altemalive to &be l~ ucbaD&e caaicrs. wlUdl developed in pert u a
~S1111 of compotiti'Ve activities in tbe 10118 diablnce maUt and fnoteuillJ demand for lower cost., biah quality,
rdiablll ~Jc,., • r~) th8 adYance.menl of fiber optic aDd dilital electronic tedmolOlY. whidl combined the
8l?J1ity tC? U81\lmitY~ data~~ athip speeds with iDaeued capacity aDd t~u.bllity.

~ Canada, sbDi:1ar~i prOmolinB eompeddon in the local exchange ndlket deve1oJ*! in IflSj)CIDie to
reguIarmy .dcve1opmora in the CanadIen long disumce telecomraunicationa mllbt and to 1eclmological
~ m me relcc:ommuDicatl.ons industry. The Canadian Radio-televisfoo atld Telc:comnn.miAdons
~mfMJon ('"CR:~U) hu apptCMld the inb'Qductlon of competition in local exchan,ge.~ in canada.
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...--strateeY.
ACe wu an early eDtnmt 81 aD alternative cani.a' in the U.S.. ClIIlada ad the U.K. ACC's obje«ive is to

grow its IdecommUDicar.iom custom!r bue in i~ 8,llisdq IDIlfba IDd 10 ostIbUsh luelf ifl. od.'ct 4ert8Ul*tiDs
Western Buropean m1rkBts with high den«ir:y celeoommunk.atl0D5 ttaftic. 'IbG key elements of Ace'. buaine!J8
sll'ltCgy IJC to inQusc peaetmioD of exi511D1 milkers, em« Dew merktU, itnptow ~llJ efficiency, and
pudUt: acquilitioDs.in~ 3JMl stmeclo alJianoos,· .

ll1crMJSc PmctrtlRort of&:ininI Marit8t.s. ACC'a conlOlidatad r'B'NIIUe bIM J:l'OWIl from $126.4 mi1Hoo to
$372.6 mfllion over the Ihrtc DlICal )'elr$ ended Deeember 31. 1991, aJthoulh ACe expects iu AtO'Wth to
decrease ow:r tiroe. ACC plans to further iDcmase lis teveaue and C\lSCCIQ'ItI" bale in tbc U.S., ClDIdian and V.x.
marbu by expt.Ddiq iu SIeltvict offaiDp ad popapbic:: n:acb. The apm.aioD of ACe's "servitx offaiDp is
de8iped 10 reduce 1M effects of price pel'~ dIcreIIeS for 10lIl diItIIlee service and to decreaso tbt
tiblibood that. CUIl:I:rAUn wOJ d1aDp toleenmmuDicalioDs Wrlers. 'I'broa8b tis stn1e&y. ACe wi11l1Cek to build
a Wold bale QfreeuJllDJ meIIIOS in 11le U.S., CfI:I*lt aad tbe UlC. ACC 1110 offin local telephone senrices·iD
se1ecMd additional U.S. adC..um Dllllketa, iuc::ludintI New York. MaBau:bull:ns. Quebec and Ontario, 88 wen
as addiliooal data COJDD11JDicatiOll8 Ba'Vices in the U.s. and Canada. ACC beJieVQ tbat ofterin,c loc:al &eMoeS
wiD. enbImce its ability to a1trIct add retain loog di$rauee c::oItomen and redaco ACC's ac.cess charges u a
pc:rcenIIB£ of IC'VmIDBS•

. EnfU New MDrUU. ACe believes tbu its opcratiDg cxperit.oce in dcr:esuJating wltbts iD the U.S.•
CILIJ*Ia and the UJ(. and ita cxpaieDce 1$ an early eattaDt as D akwDative cm::ler in tbose marlcm will wist
ACC iu idaptifyiq opponuDides In 00. derogu1adDg coumrles wirb hiab casi.ty teke"""""lDic8Aooa tnlffic. In
partloalar, AfX believes diu its }'Otitiml ill 1be O.s., Canadian and U.K, tel=colDll11lDicatiOJUl markets and its
~...perlCBe in providiDg inrcmational tclccommUDicatiau~ will &Misr it io "stabli5hinl a proBe.DCC In
Western Btn'OP"D nwbcB wIleD Ace boUows tbat bum.. and reguJltOIY conditions wamw.

Improv. ()p«ralillg .Qit'NnC)" ACC st:rive£ to a.chicve ecooomia of ~e and scape in the use of~
network. which consi$13 of laird Q'anmrisAOa f~ilities, ton intemltioDll aDd domestie &Wile.. I1x loeal.
exehanp swltt:bel aud lDfomwtOD systems. In order 10 eDbmce me e1Bekmcy of abe fixed cost e1eIeDu of its
DOtWork, ACe seeks to increase itS tnf.lic "-wume lind balance bulineu-dri'VCD wolkday traffic widJ niJbt and
weekeDd off-peak InIfIic fivm student and residcotiaI CIISCOmers. ACC anticipates that competition IlIDODg
traosmi.iDn facillties-buc:d providers of telecommunications .servjces.in rhs U.s. and CaoadWI markets will
afford ACC~" for redoetions in tbo cost of leued Uno fadlities. ACC seokJ 10 reduce its DOlWork
cost per blllablo miDure by IDQft.I than ., tedncliOil in leVtDue pU billable. miaute. ACC .110 inteoda to qu.iJ:e
additional8WildJea ancIlIpp:ado iJB cWsting switebra to eDbacc ita network in BDticipalioll of growth in ACC'$
C11Itomcr bl&£ and. pnwiclB a&titional ~atiODl scntc:es. ACe bellows thu its DetWOlit sw.ifdIes
eu.ble Ace to ofIicieDdy .route teleoommuoicariotll traffie OWt multifte tdIISmi88ion facilities to Ieduce colts,
CODtm1 access to CUStomer infonnatiOil and JlUW DClWDIk usage without I.~g iDCJeUC in support
costs.

Pmut Acquilflit)M, mvtll1ltCrlU and StrrlIegic A.llimv;cs. As· ACC =paod& i&s SCl'Yice offi:riIJp and i1s .
nerwoxt. ACC tDliclpela tbat it will ieek to develop stratqic. alliaDGCa both domcatica1ly and intematiouUy
8Dd to acquD:e III8e1II1Dd busiDeuc:B or IDIkr: iDvcsbDcatl in oornr;iqies that lEe complemeatiUy to ACC's CDlrDDt
operations. ACC believes that the puquit of au ave acqa1lUJ.<ll1 Sfn1Iegy is 111 hnpattUf meant toWaxd
achie\ing growtb IIQC1 oc:oDomies of scale IDd soopo in lIS talleud marbU. 'I'kou.Jh aJquiBition~, ACC beliDves
tbat it can fDrtbor~e irs txamc volume tg furtber improve the usage of tIic fixcd. cost~ of its
netwoI'k.

S~
. .

CommncftJl1.Qltl nlnafIC' Sn'vlcu. ACC o1rerI irs COJDIDctCial customen in the U.S. and Cauda an
ana,.. of ensJODlbed services aDd has developed a aimilIr ranse of senice offerings forCD~ eustDma'S in
tlleV.K.. . . .
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III ..u.s.. 1Icbou&h Ace biItoricI11y..GIiItnP' _ disfMI:I wic:c ....... priDCipIUy in New Y- I
IDll MaulthUHltl, ACC iI CUJreDt1y autmI:becl to adIfoe iDlaIIIIC Jooc dia1ace YoiCe IDd data savlees in
48.-1Dd inranarinnll vtMe aDd data IetVicts in l1lalatcl. ACCs u.s.~ iDI:!ude "1+" .inter-LATA
ID.q diIIaDce seivico, aocl flO"" Ii= 8Cl'Vicc for which It ~1GOm« is =-:&ed ..~ mo~y rate for
trDlImItIsloa. capamty that is I'CICI\'cd for Ibn CUitoJIUI('J at'tlt. ACCs u.s.......1lNS aemcea d&o lnc1uda toll-
free "800" or •·888" acrv.icca. In addition. ACe curready pnwida intJ:a.oLATA~ m. e:caiIl ueu for
e.-WIDen who make a lazp D\ID1ber of imra-LATA ca11a.. ACe iDIIIal1J IBtamatlc dialin& eqaipmlmt to !Gable
CUItOInm to placIluch calJA OV«' ACC', .-tworit widlout h-viDc to dill III accees ~. Howovc:r, vlrioQ5
awes, iDcludillg New YOIt. lie moviq to 1mp1ement uequalaccessu for iDtra-LATA '&Ol1 'alls such ibM ACC's
c:aatoma'S in lIudlJudsdi<:doDs will be able 10 UlIe ACC'. Detwark oa a 411+" basis 10 CCG1pIete intza-LATA toU
calli. ACC's abWty to compete io the imra-lATA toll maa:ot depends upclIllbe IQIIIJUI wbich Wits between
tie accea obatgeI it matt P8J to die local c:xchIDp CCIIDPIDY fot oQaiaatiDg_ tam1nating Ultra-LATA calls.
aDd Ibe Rtail toU nteI r4hbHshed by tile 1OCI1~ 0Itdtn £oc Ibe localpaba. cmi,eq;' own Intra-LATA
tDJ1 ICI'ricc. ACCs c:ommmcid eenlce& PJWdIly ml: paic:ed below the rare! ebarp:l by tho meJor cartien for
similar MrVices BOd Ire compeddve wid:& thole of other cmicrs.

In Cuada, ACC C1IlDDd.)' oripams loq diaDQO voice 8J1d data savical in the MODtrUl. 'l'QIODto aDd
VIIDCQU\W metropolilan m:u .. wen IS throughow.~, Brllilb. Columbia. MlIJitobl, Now Bnmswlck, Nova
Scotia. ODtarlo and Quebec. ACC off'ers its Omadian COIDIIleIdal castomets boIh \1)jc:e and daIa
tefeoommuDk:at1oDs setYice.s. ACC'sloDs diltaDC& voic:e .arvicos ltD oftete4 to its bu8inc8a eustcmers in a_
lowl discolw 8tnlCtuI'e marketed UIIde:r die DIlDO "J!dae." Disc:0wt8 ~ bued on calling volm:v.e aocl call
dellination IDli typiCl11y rauIt in A1'iDp raqlag f.toa 1{)li to 2O'i whcD compmd EO Stentor member rates.
a.na to Ibc U.S. am pticed. at a flat talb mJ*rd1eai of die dcstiDllicm, and jnteml1:loDal caDs are pti~ at a
JXICCII!I!e di8colJllt to the rues cbar:aed by die Steator PJUP. ACJ::. alto offen toll-be "800" .m~ wiJbin
e.uada. IS well as CO 8:&1d fnm the U.s.. IUId Qff'c:n lID ACC TravtJ. Card providilll8 NbIWdiIl Amel offStcmor
JUIDbeI: "CeDing Qd" nJeS. ACC Ca:u4a has IDllOduced a fteme n:Iay uetwork., Inrcmct IC,*$ ser:vic:es
(ux:tudiq Web de8igDIboIting) ad pqlnJ &er'V1otst ldd I10W provides tbelIe IC1'Yica in aU provinces except

. Sllkatebcw8n.M~New BmDswick and Newfoulld1BDd.

ACC ori&iUte8 lone distance voice ser:vicos d:u:oughaut tbe UJ<. ACe presend.y offers its U.K. custc:lnlm
voice teIec:olllJDWlicmDQ se:Mc:e6. TbeIe ."iCeIi iuc::ludc indirecI; ICCCSS (kDown as "ACCess 16OL") through
the publit: JWitdled te1epboDe ott~rk. (UpSTNU) BOd. the US& of cUqct aceO&l l1ne5 to ACCta netwCI&'k (known
U "ACCess DJre«U) for bigber--volume business userl. Bec:ause ACCess 1601 is a JD&8S marbt service, the
prl.ce6 offettd art buillllOUOd a staDdard price. &t with volmne ctiscounfa for bilb-volwnc UICt'S. ACCess I>U'ect
is genetaUy CClil effective om)' fOl' castomm ma1dDg 11 least (Pouods) S,OOO per month in calls.

ACe's u.s. 8Dd CaDacBan ooaunercial customers are offeredeust~ services, suob IS~ve

billiDg pacbJes IDd.lcs ''TttVd SeIVice Elite" domeadc caIIiDI cards. wbkh aUow 1be: c~tomer III place long
~ caDs at conlpe1itive rates from anYWhere in mo U.S. lU1d CaIlada. ACe's standard moDtbly~t
bIdudt:$ a. management sl11llln8rY I8pl:l«t. a (:a1l cled tepCIrt RlConlins every long dis:a.Cf:l~ and f;!tc:4mDe call,
and a pricing breakdowo by call de6dDatiou. Optional calling pattenl reports. wblch are available at DO ema
cost. inclodo call 5llmJUaIie$ by account code. ami or elty code, LATA (for U.s. bound ca11s>. ~nal
deIdDad.on 8J1d time-;of-da.y. This inf«1oat:ioo Is available to eustome:rs in the form of hard. copy, magnedc rape
or d1.sk.

URi'Hr&lIy Pro,TtUtt. ACC'. uoiveJ'lity pmgtaJn offers a variety of telecOIllDUlDicalions seMces to
educ:.tional iustitudoas J1D1inJ from long distl1K:o sernce for admiDistntion and faculty, to iDtepa1ed on
campus ~,iDelvdine localldd lC)J'lI distaDce set'lice: \'Qlce man. iDta'com caJ1iD.c and opetatOr aea-vjces for
SQIdeots. ado3iDiltl'llton IDd facglty. ACC, aaIes. I11IIbtinB andCG~ profossiMeJs.work directly with
col1e1O and. 0IIivenit.y adminil5trato1'S to deiip and implameut iDter;rated solUlioaa for providing and rnana~
re1e(:oJJ1lrnloications C1QlIipment aDd aeniCC& to meet rI.e cmeDt aDd prospective communications noods of~r
i.nsti~. As part of i!S~, ACC oftea iDstalh te1ecommunical:ioD& equipm=t which. depending UpoD

the ~ta.nces. may mclode a switcb or private branch exchange. voice mall, oabling and. in the U.K., pay
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..,...,... Pay PKme IIIIF in the U.K.. particalady It DDiwniDta, is IJIDIC prevalc:at tbIIl in the U.S._
Caada. To accesa thia ..-bt dimcdy, ACC has tlItab1iJhal a pay phcme di\ilion· in tb& UJ{" which ppplMs
pay pholD tbat will IUtelmItica1ly [Q1Uf: calla from univatlitia and othEr iDltitutions 0\'. ACe lI,K.'. DCltwork.

Ace::11011I dlsam.ce rD6 mtU u.s. for 1t11dems poora11y lEe prleed at a1~ dIscxlunt f10m Iboso eharsed
by !be latjOSt1oa8 diJtalu:e camelS. ACC's univedit)' 00Db'aCtS i4 C8D8da~y pravide it wilb Ibe ex.cluaive
riahc. 8Dd ia the V.L Ihc oppod1IDity. to IIItIbt to the school'. studmda, &cuhy aDd IIdmiailtraUOn. MOlt of
ACe. CO'DtI*Ct8 ill Cauda alBa p!VYide for eJr.C1WIive univeait)' IUpPUrt 10( DUllbtiq to 11UIDDi. 'lbese
BrI'Ingements allow ACC to market its servioes to tbcsc groups tbrougb its &f&IIi&y plDgnD'lI.

ACC ot&:tI tuDvenity~ in the U.S., CaDada 81\Cl1he U.K. cetIaiI1~ ten'icea. ACe offen
.c:adeuric inllitutioos a colDpllllbcmive biIJ.iDI pl'ckBv 10 aM Ibem. ill IftiewiDI IDd conuolliDs their
teJ.eeammlln:icaricma CO&ti. far its univcnity ItUdc:m cultomm in the U.S. and Canida, ACe pl'O'Iidt.& a billing
format that indicat&s duri.ng acb ,tatemart period rba 1S"$p pe.T call On blmJ.$ of tba dlIcoOlll &om tne •
lq dlstaco emler's raos) rea1ize4 dllriDl tho bJDiDc pedod., and for III wdYersl'Y customers ACC PfO"Ic* a
call deIal1 tepOft recacdiDg evetY JoDI ctista.nce call. In 8dditloD. for UDivasity stUdeDt CUlIlO2IlCln. ACe ptO\'ide$
indiWlul biJb for eecb II8CC of the Illite teIep:boIlc' ~n a donnitol)' l'QOm or luitc: 10 that e.:h .tudeul ill the
dormitory room ell' mite can be bi11tJd for the calls be D1' she made.

MaD)'ofACC's U1ltvon1ty cummers in tbo U.s. lEe otfefed operator serdoes. whl.cb are avaDable 24 hours
per day, Beven dayi per week ACC also of6:I:l ita U.s~ uuiWl"Iity CU5tomm ita f'1'lavd SeMce Elite" domatic
cal.liDs card. In additian. ACe sell& a pn:plid calling cud in the U.s., whicll a1lOWB customers to prepay fell' a
pndecermlned JlIIDlber of ''uDitl'' IOpmlelltllllloq distance minutes. The race at wbich rbe lJIlils are \lNd is
~ by the deatmalion of the calla JUde by tbt CUSlOJnet.

AOC's sales group targeDl universicy customers in the U.S•• Canada and in the U.K. In lbe U.S. univCftity
~ ACe paenlly tJqots SDUIIJ to medilUlJ size uni'\w&ilie$ and c:011.& with faU time emoJ1mcDts in the
mqe of 1.000 to S,ooo scudems. In Canada., ACe has been ablo to eslabJidl XBlUiOJHbip& with atmral large:
univemtie.s. ACC believes tbal, ......hile ilSl~g approach In Canada Is similar to that in the U.S., 115
nationwide presence in Canada assists it ill~ to ]ar,er academic iDstitutiOPS. :In the U.K., ACC has been
able to Q~Jjlb J.ona-feJ1n l8laI:ioQShip& with aevem11arge universities. ACe be1ieve& tbal, while its II1Ilb&ing
Ipproach in me U.K. Is slmDar 10 that mme U.S., it Is able to acx:eS6larpr eduClCioaal inetitt1Qons beeaoss o(
its nationwide preRDCe and 'becaU&e tnID8I11i1sion faciljlies-bt.aed. camas hlv~ oot facuaed on thil matka. ACC
believes that competition in tbc university muket is based on price, as weD II lbc marla:tiDg of Wlique proerams
aDd. wstomtziD,; of telecomm\lll1c;ati.oD5 HrVicos to the needs of tbe putic:uJM ilWtitution and tbal itS ability to
ada9t to cu.stotnet needs has enhanced its developmeJ1l of teletionsbjps wi1b universides.

Ruid,nzidr Lan, DiS1lll'lU S.",ic,s. ACe offeIB its resi.deDdal caa&omerll in the U.S. and CaDIlda a Vllriety
of long distanc:e auvice plana and is cDIrCDtly offering and developing aimi1ar plans fot its n:sidcDtial CD8tomcrs
in tbo U.K.1n me U.S•• ACe, "Save Pl\15" propam provide.s t:U1tOJDD with c:ompetitivilty pticed J.cm.g~
sorW:e..lD. addhlon,.U.S. customers are provided wI.tb a "Pbone Homo" lcmg distaD.ce IiDrlice tbrou&lJ, which,
by dialin& an 800 Dumbet' plus an 8.C:Ce$s~ callen <:811 call borne at comperili-.re 1'8IeS. hl aeaeral. ACC's
midential services arc priced below AT&T's prc:miwn rates for similar ac:rvicCll.1n CanIda, ACC offen tbme
di~t J't.$i~lial suviu ~smm. The basX: offerinI is a dUco\lnt plan, with eall pcicinl dUcounteel from
th& Stemot compenies' ta:riIfed.~s fell: sinillat seMctlS dependinJ OIl Ibt limt of day end day of the week.
ACC also offen its "Sunset SaviDp Plao." which allows c:a1Iini IUOII Canada and 10 the coll1iDelltal U.S. &1 a
fiat rate per minute. In 1bc Toronto mctmpolitan ua, ACC~ ··~bmdl!ld ~tm Torooto" c:aUins. wbic:l1
pl'Qvide8 ftllt nm c:a1IinI witbiu areas ~Jaceot to Toronto mat are lona diliWlco from each odlor. Custo~
blllina services are also offeted to ACC', U.S. and Canadian R:SidentiifU QllS\omen. 10 the U.K.. allltltidtDtial
customers use ACC's ACC!s. 1601 service, wbi<:h provides AviDp gff the &taDc1ard raa cbarpd. for residmtial
service by B.riIish Telecom or ewe, but requires the customer to dial a four digit access code before dialing the
area code and number.
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. Illffmml(2ff(ll~ DlMnc, Sf7'tli~&: Aa: cdfm intaDltional produc&l IDlllaYices to both its exiaing
cult.DlDCr bue and \0 potIlIatW caaIOIDDr. in the U.S•• C8Dada and d:Ie C.L ACCs iJlamadCllIl .udlomatlOJl$
("lDtemIIicmal Licenseslt) allow ACC to resell inlemationallOl1J distance aervice on 1e8sed inremadonal dreu1Ui
~ to die PSTN It both e:ndl between the U.s. and Canada. the U.s. and Ibe U.K., Cauda and Ihe U.K.,
8J1d, subject to cenaiD 5afe&uards on DOU-QOmpeti.tive routes and deltiDation COUDay rcpladema. the U.K. and
lID. other~ 6td r«dtodes. aDd to ownI~ in inte'l'U,tional IUbmariM cable facilities for aerrice
betweea tho U.S. and. Ihe U.K. 8Ad ocbet IntemMlonal poiDt&. ACC believe. it can compdC effectively for
iltltlmMiooal ttaftl~ because meso IntemJth::JIlJl aatilQrizatiOlQ. allow it to offer cnd-tn-cnd services on certain
roula IIDd route tmmc e5ci.e:Ildy so as to prlco its services at COlt-based rites that are ]gwer rha. the incematicm81
MUlememt-bucd I'IlDs that would othlXWiAe III'Pb to tUcl1 b:tffic:. HO\\'fMlt, dUIDetOUS ocher can:i«5 1110 haw
~ _lIe. ltenaes. Implemmtation of the WTO asrecment is apectBd 10 iDcreaseJ oppottU4ldos for
altematlve call mutinp but wm al$o iDCrUSC competiticm in the iDdostry. Moreover, I nlCcnt FCC deciaicm,
lO:aueatly ClIt ."ed IDd subject to potltlCIIIIS for leCOIIIide.ratiOD. is i~ to accelerate reductions in
iDlaDa!ioaal c:aUiDg DteI and may redut:e ACe', mar9D otl iJuemuionaJ~.

l«fll B.¥cIu».tI' SIrtllclS. Builcbl 011 it& upe.rlt:Dce in providing local telephone scnice to VIrious
uoi"ersity C:OSlO.lnOa, ACe mot Idvantap of repilatory devel.opmeDts in New Yode Slate and m 1994 bepn
offcmoc local telepbgue 8W'icl!; to comnw:rci81 CUSlto~ in upstate New YOlk. As a Imtlt of ttl J\.uSUIt 1995
acquiaKion of Metrowic:k CommuaieatiODli. ACe provide. local IOIcpb.o4c sctVice as a resoller III OnQIrio.
Qlnada., and bspn providing such service in Quebec in 1996. ACC be1iews d1at it eM su~ i1S
:mIlIionshlps w1tb emtiD,g~. univeQity and college and residential e:uatomcn in New York State a.ad
Canada end. c:an IIIGCt t1I/IW CU&tOJD.Or& by offerID: mom local p)d long diKtace sc:rvicc:s. tbcrcby pl'O"idinJ a
sioaJ.c iou:rce for~i"e 1C1~o.nmunic8li0Ds setVlcett. Provlctiq local telepbcme se.rYic:f: may enable
ACC to sene new local exebmge customeD even if I:hc!:y are 81ttacly nnclet comracx with a~
iDtenor.chIDp camer toll: ~S cti~ serVice. During 1997. ACC expandc:c1 ita local tdephouc opetadons by

. installDtg switched; in New YOlk City. AlbaDy and Buffalo, New YOiXX. ud BDSbm and SpJiDJficld,
Musac:hDICUs.

ACC bas Hmlied experience in providing local Iclephcmc scr¥ices. havina ~ed pro'Yidm,g sach
Iel"¥icea in 1994. In otdet to atttaet local customers, ACC Dnlst ofM:r JlublllDtial discoUDts from the price.s
charpJ by 1oc~ e.xchllnp cmieTs 8.Dd must compete with other altemative lo<:J1 CClQIPIUIiC!I that offer such
discounts. l.argt:r. bener capimlUed altemal.i.ve loc:al providera. includiag AT&T, aJDOo, others. will be bertu
able to S\1SLajn 10"1$ associated ,with discount pric:iq and initial invCltlDenta aad expenses. The local relepboao
IiCI:'Yf.ce baslDoS6 reqom.s a."IIific.nt initjal inv~snn£Dt8 and expenses in capital equipment, Il.ll well u siJDi6c:a.nt
iuitial ptOlnOIiOJ1al aoo se111Dg expeose.s. Tbe.ro can be no U5\1mIC8 that ACC wilt be able to lease transmiuion
facilities from local exchaqe cmieu at wholesale rates thai: will allow ACe to compe1e effectivdy with the
local exchange cmicn or othe.T a1.tcrnali.vc: providc:rs ox that ACC ",ill gt:aeI'D positivo opersdng Jl1llEIiD& or
auain profitability in its local telepboM 8ef\ice bu.8il1f:$$.

S8les ad MarketiDg

AfX~ it:$ $BMces in th£ 'U.S.• Canada. the U.K. aDd Gemwly dJroup a vuiety of cbaDneb.
JDC1ucllDi ACe's mtemal sales forces. lDdepeDdePt sales .prab!. co-madl:etiDg IID'IDsements and affinity
~, as deaetibed below. As of December 31. L997. ACe had a total of appJOXlmatel,y 380 inI:IlnaI ,ala
pe:rsoQDeI i.nd appwximldely S80 independent salt. 8gf:DU ser.'ing irs U.S., Canldiao. U.K. aDd Ga:maD mukeu.
Althoush it has not cxpcri.eDced Ii&nific:ant turnover in recent periods. a 108i of a Qni1ic;:ant JllDober of
independent sales tgmts could have a material advene dfr:ct on ACC's abiHty to gcaerate additimW revenue.
ACC maintaiQ :a number of Ides offi* in theN~ U.s.• CaDQ. and the U.K.lll addition. with respect
to lES UDivers1ty md sr.u4eGt custometi in each COW1Ity, ACC has desisaued repteSel1t1dves to assist iD customer
enro1lmeDt. dinemination of IIlalicetinB infonnation, complaint resolution and. in some cues. COUecti01l of
c:oetamcr payment&. with ~eata1ivl!$ loc:ated on some cIQlptlSes. Ace .ctively seeb D$W opportunities for
buldness all1aDces In the fonD of aftlnity programs and co-mB1'tedng ~ts to provldo lCCtliSS to
a1~"edisuib'lltion c:b8mleb.,
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. 1\DuriD.8 clCb of\b.e lilt t1Jrec years, DO cultDmtZ accounmd~ 1~ ex 'lIMP of ACC's total mtmae.

UFJtttd Starts. ACe maIbcs Its lCl'\ices in the u.s. IbtoUSb Ace's internal 8_ personnel and !
lDdepoD.dew: sales l&dS 86 woll 8S Ibl'oup atteIldtn~c and. ~0I1 It aipificant trade alllOCiation I
mee6qs and induKQlCOQf~ of tataet CUttomer 1llJUPS. ACCS WeB and. marbcin.I efforts in the U.s. 1ft:

uqttec1 pthnll'ily &1 ~ea" CllStomeI'S y,iIh SSOO to SJS,OOO of montbly l18" BCh=cted rcsidemial customers
aDd universities and~. ACC also ntllkeu ita servicl:$ to Othe,r RseUera ami rebillers. ACC plaDs to
1t.YeJ:88e its I'D.flI:bt baSIe in New York and Muachusetti into other New &aland states and PeDasylvanil. a.-d EO
eVCDb1aU:y extend Us markedn: foellS to other states. ACC has obtained authorization to oOP1lAk\ inb5we 10111
ctiscance voice services in 48 states.

~ ACe m8Iba iu l~ ditlanCe tenic:es in Canada tbroUJh iDtemaI sales penonnal and
indepcndl:ntsab aptl. co-marketing arrngements IDd. affiDity PCOpp1m. Ace focuMs its dinct seJJiD& efforts
CIa medium.-eiMclaud luJe bv.siaor.s c:u.&tQmers. Ace also mlrkets iTS servlCOI 1lO olber reseJlta aDC1 tebiD«s.
ACC uses indepeDdem: sales aget1IS to taqe[ small to medium-li!ed. bnai-as lOd. R!iideutil1 CUIIoIlllll1l

throa.&bOut canada.. 1lIII!:.e indepeDdeut ulea qents market Ace'a aervic:ell UDder CXXl1nCtI that S=-raJlY
provide for abe pa}IIICnI of commisaioos bused on the. revenue~ from DCW custDmt:I:S <!brained by~
reprcacDbdive. The Ulle of an independent agent utwmt allows ACC to ~pand Wo additiODll :al'Dts 1¥i1h0\lt
jncuJting tbe si.".,crnjtcant iDiQal C08I$ JlsoeI.ated with a direc:t sues forte.

In ac1diti.on to~ itt. reaideDtiBl services in Canada tbloulb iode~ sales apn18, ACC has
developed sevenl affiDily programs dc:siped to attnu:t n:&:idcntia1 customers within specific target groups, socb
a& clnbs. alamni groups 8Ild buying groups. 'I'he usc of affinity pro~ aJIOW$ ACe to ratlet poops with ~

nationwide pt'eSOJ1CO "ithout engaging in costly natlonwido advenish1g camp•. Pot cJwpltJ, ACC Cuada
has ~'blishe4 affinity prop.m& with such 3IOuPS as the Home Scnk:e Club of Cauda, the UniverYty of
TOI'ODto md McGiU and Weslcm Uniw::r&it:ies. In addition, ACC has developed a co-mar'Ir£Ong acranpmmt widt
Hudson's Bay Company (I la11e CanadIan retall_) 1brouJb which ACC's telec:ommaaleadoas seniCles are
Jn8t'keted under the name. •'1'be B 8.)' Long Disrance Ptopam,. and •'Ze11.ets Long Distance."

Ulli"d Kin,gdom. In the U.K., ACC markets its 2iervices to business and rcsideotial c:ustomers, a8 wen as
otbcr: tel.ecommuniCaDDIIS re&Iillcrs. throa!h II. multichannel distribution plan including its immlal sales force,
indclpendent sales 'lents, c»-malkeq manpments end affinity propoams. .

Ace geoerally utiJi:tei ita intemal8Bles force in the U.K. to wget medium aDd large bl18incss CWltomel'li, a
number of ~ch have enough volume to wammt a direct access line to ACC's switch. thereby bypasaing the
PSTN. ACC~ iU SCl'Vic:es to sDllD. and medium-sized b1IsiDe.sHl tbroqb lDdepeode.Dt sales apms.
T~ers also 81e used to market services to $lNI.ll buJlinw CUStamU'S and residential castomcn BOd to
generate leads for the odJer members of ACC's internal sales force and iDdepeadmt s.Jes agcDtlI. ACC U.K. has
established an intcmal m81.'teting group that i$ focuflfld em selling it5 semee to ocher telecommuDieations Ielellm
Ut tlla V.l<. and certain European countries on a wholesale basis. ACe U.K. has emered Into co-marbdDg
artaD&ements with utill.tI.e6, unlvetSity alumni groups and other organi%ations.

Network

rn the U.s.• CaudalDd. the u.K.. AOC 1.rtili%es a netWOrk of I1De& leased \1Dder volume cllseoum comracu
wUh ttansmisRon fac:ll1w-based carriers, much of which is ftber opti~ eab1t. ThE: selection of auy pmiculll
Mult for the t:raQSmission of a call is controlled. by routinl software. 10Qt.ed in tbe switches, that is desiped to
c:auae the most efficient use of ACC's network. ACC evalll.812ll opponunitie$ to i;nstaU "'itches in selecleti
marlcets where the vol.ume of its co.stQ~ traffic mab5 6udl an mvesnnem economically viable. Utilization of
ACe's switches allows ACC to route C~Ctcalh over multiple netwoIks to reduce costs.

Some of ACC's contracts with transmission faci1ities-bQed csmm coDialD UDderutWzatloD ~islons.
These provisiooa require ACC to pay fees to the ttansmlssion facilities-based oaaien if ACC dOt~ not meet
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rnjnjmam peod1c: UII&O~. ACC ba DDt bI:al UIlIIIed _Y ullldeNri1D:1lti cbups in the pur_
Howwer thtte caD be DO 118UrIIlCC that .. <:bIqes 1ttouId DOt be _llled in the flJDlrc. Ohet netIlers...,.n'; contracr with Ace 011 a JftOI)Ib-to-moDth basis, sek:c:t ACl:, aImoIl exclusively 0lI tbe basi5 of price
md Ire likely to IemlinBle Iheif mqemoms w1rh ACCi£ tb~)' can obtain bemw' pridq 1cms elsewh«t. Ace
UICI pmjeCtrxlaaJa to ok reseUen in tNa1~ chc trade-offs betweeD volume dlscOUDrS &ad IhD minimum
ulilization rates It negotiIw with 1nnsmissi0ll fac:ilitics-based cazrlers. ]f sales to' other raaeD.cn do not mat
ACC's projected levda, ACC c:ould im:ur undtmtiUntioa chal:JfJS ud be placed at a disadYlUllIF in nIIsofiatiDI
fuQ1le volDQ'lC discounts.

ACe se-any utilizes n:duoda.nr. hiab11 .ntomaied advsnced 12lecommuPicitioDa equipm.eat iD irs II.etWOJt
aDd has divme ahematc nmtIlS Ivailable in c:=ases of coaPOlient or r.cllity failun:. AutmDalic aamc re-1OUtio&
eoables ACC 10 provide I bip 1#Yea ofreUabllky fat its e:uOmIm. Computcrift:d aub)1I\Ulc DetwoIk mamtoriDg
equipment mc:ili"'. t:.t aDd. accurate aulyaia and. resolution of nctwc:8 PIOblImI. ACe ptOYid&s cUllomcr
service IUld sappon, 24-hour l1etwoa. mooillJriDl, uouble~ and respoase, SeMce imp1cmenraticm
cocmllDldoD, biUiq IW:isIanc:e: IIld problem msolution.

In Ibo u.s., ACe JDIIiDtaiDII dJree long distaDce '\Vitches aDd six local IlXdImae lwitcbes. TJwe switebeis
IDd eddiIional points of prcICDCC (hOOPS") JIIO'lidO.,14 iJ1taf.lce with the PSTN ID Icnice ACC's CUROD1tJrS.
LiDC5 leased from trIIIIJDiIIlon fadlitles--bued caaimlink~aU.S. poDs of preseDCo to its lwiteba.A~
u.s. mainWDs a leased, diRK:llnma-Atlllllic liIlk with ACC U.K.1hu it eIt8bIi~ed in 1994 foUowmg ACC',
IeCOipt ot ita U.K. Inl.mla1:iomd Simple Resale llceoso for U.K.-U.S. c:allllDCl iDtemltiOilal privace line male
euthority in the U.s. ACe hQ JI'Qdwed an IRU to S\lpplement such trlDs-Atlantie Jeased.lfDes to the U.K. aDd
tD enable ACC t111"IducCl DPozk co.. .

In CaDada. AOC UUliDtatDs 1oD&~ switches in Toroaco. Montreal uxl VlIlCOVvef. ACC abo _aWns
fame N1ay oodes for swkcbe4 da1a in Torcmto. MOntl'CI1, VaDCODverllld. Calpt'y. ACC UitllDmImiaaion 1lDc:s

·l_ed ftom ttal15miuioD &cilitie..based cmiers to link Us CIDadlan POPs to irs s~tdJ:s. TbiB network is 1110
UDked with ACC'li switches in the U.S. BUd tho U.K. ACC CUIIIL1a also lDIIilUlins a lcucd. direct ~AdlDdc
link with Aa::: U.K. that it eMabli!becl followlq 1M 8t'8Ut to ACC U.K. of its ISR. l.iaa~ 1bls trlDllDlSlio.n
IiDc enables Ace Canada 1:0 seod ud.c to the U.K. It rates below ~o cbqod by Tolop:.be Canada, the
~1.1s1.va Canadian tra.oami8sion f8Ci1itics·butd camer !or in1emational calli, 0Iher than those to IDd from tht
U.S. I\Qd Mexico.

In the U.K.. ACC ...ntaiDs IoaI ctistiulct switchei in London., Matu:beIt£r a».d Bristol• .BDcland. This
network is also linke(i witb ACC's swiu:hes in 1he U.S. UJd Cauda: CasroDJ4lII can access ACC's V.Ie. network
through dlrect acc;oss UDell Ot by dial-up IlCCeiS using auto dWinC equlpmom, indm::ct ac:<:eIS code dialiDg Q1'

lust cost routiDg softwar;e illlepated in the CUllOmeJ"'!S tolephou equipmcnt.1u December lGG6, ACC U.K. was
awarded an IDtematiOD8l Facilities Lic8lllre, and. received a Pub1ie Te1ecommunic:alionB (JpetaroK'lic::euse in April
1997, which liCCDSes have mabled ACC to b11i1d a. mic:IowIlve network in th£ U.K. and to bo.cJn to we me U.K.
as a. regional hub for inromatioDal te1ecomJnlmications traffic:. .

In February 1998, ACe mstaUed a lq distmoe switch in DP!6Oldort', GenD8n)' and commenced offcrmg
switeh-bQed IOD& distuee aervic:e to Us CUltDD:leR. In 1997, ACC rece.ivecla CJas 4 full voice telepbooy license
from me Gemam Minialr)' ofPost aucl TelecommunicauOOi, whidl became effective January I, 1998. and whidJ.
Is 8 tequiremcDl in order to provide switch-bued telecommuniclliOl18 8eI"l'Icos mGetmany.

Network coats ItCl the slqle Jaraest e.xpeo.se incmred by ACC. ACC sttlves to CODIroJ ita oet.wark: COIrI aJMI
itt dependence OD omer oaaie:J$ by lc:uinJ transmissi,Qn libos on an eccmomical basis. ACC is also c:oDddedq
ownenbip of certain ttanamilsion facilities u a. meaDS of rees.ucma ill DCtwork coats. Ace bas pmcbased IRU,
~~ leases of private line circuit3, with cartietS !hal operate tiber aptic trapsmlssion sysmdU at rates
independem of us•• paticularly on routes over which ACC carrie! hip volumes of calls sueb U between th£.
U.S. and Can.aa and the U.S. and 1110 U.K. ACC attempts to :maximize the efticlent uEiliDtion of ita nctwori:; in
!be U.S., Canada and the V.K.. by nlarketing 10 commeI'Cial and a.cedemic iIulitution custome:rs., who tend to use
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its tetVlces most frequeDt1y em wetkday. c1uIiD& IUJDDIl baaiDeII bours. uc1~ aDd student~.
who Ule these SeMcos most often dwiq Jlisbt aDd wr:eJmDd off-peak bomJ.

, .
lDfermadonSyatems

ACC beliC\'eI thB1 maintaW1\,& sopblstlelted. aPd re1iabIe billi.DS uc1 cusroou=r serviceI iDbmmon synems
that intBpd£ billing. 1CC01I8U receI~\'Ite and. cu.ItGJDCr support is Ii core c.pabi11ty ua:es1aI)' 10~ 8I\d
procca the data ,encnfIll1 bY a te1ecOlDDllDJlcatloas~ povjdcr. While ACC belieYea its maot3erGe1lt
iD.fonnMion system is c:urrcot1y lIdeqaate. it baa 1IOt 8fOWD. 81 CJI.'ickb' as Aet:.'" busiaea 8Dd aubSCIDtial
iAVCSDDe.Dts are needed. A.OC is drNdopiq amd implcm.entiq aew lIYSIeD1S deIlped to (i) enbAr;s ACC'a
ability to monitor aoo. respoJ!d 10 the O\'OIvin.peds of ita~ by deYelopiq 11ft aad~d_ SCll"Ilce5,
(0) improve lcaskolt IDUIiJJI of ttafflc CdI. Acr:;'s imclrDItioDIl Mtwmk. (Ui) pnMde ~tic:ated bUlipg
iDfolmation tlQt can be tailoraI to IDMt h~ ofD castoar bile, (lv»)lIV'rida'" quality cust~
~ (v) der.eer IDCl gdgfmjp Amd, (vi) vc:dfy payabln to rapplilld of ....tIIlIJDJ.ca&:1o tran.,.-ou
fadliIies and (vii) intelftlll addltlODS to it4l c:ua.... bue. A vZety of prub1cml are oftel\ eI100lIIDteCl In
cmncc:tion wi1h Ibc impluDaWdiOD of DeW~~. 1bc:re em be lID UIIIDIDQe a.t. ACC wWoot
suffer IdverIe conseqUCllQ08 or cod ovcmms in !he lD\plemeataUon of tbe J,18W iDformaticm ayDm8 or that 1be
!leW ,ysums wiD.~ approp.i.ate for Ace.

Ccaapetitioa.

The tclcc:ommunicaliooa mdusuy Is 1d&hb' compeiauve aDd iJ tiplficlDll)' iDftaeaeed by the InI!btlDg and
prlclq decisions (If the 11l'JCf industry pl[tidp.ats. In eeah atJts DIIlbtI., ACC campercs primadly on cbc buia
of price uc1 also on N buis of CQtamer &erYic:c and itl alit)' tQ JIrO"Ii* a bruId III'If of~
services. The iDdusay baa telatively lDslplkant bmien ID c:Iltry, Il'UIDIl'OUI eu.titiea eomP«ift,g for rho SIDlO
CUstolmQ and a fdsh avc:rase cham t*, .. C\l1tCme1'S _WIldy'" IaDs diat... pro";den in respoue to
£be ot'fcdni: of lower :rata or promotiooal inceDtivu by competitors. AJ.1hooIb Jn8DY of ACC's CLI8tOIIlel'I~

under multi-ycer comrac:t5, IOYeral of ACes 1a:rp&t cuatolncn (pOIndy 0Iber 1001 di*tce cmiers) arc on
mcmth-to-montb cou.rtaeU IDd are pank;QW'ly priee ICDSitive. RcveJuaa fn:nD ocber IeIOIlon IIII;CQU11lM for
app1OXim.ately 329&, 4~ and 281f, of tho reno\les of ACC U.S.. ACC eu.Ja ad ACC U.K., teSpeCdvely, in
1997. With te&ptCt 10th~ C11I1tomcn, ACC competes almost exclusively OIl price and does not b~'e loDg teIID
conrracrs. 'Ibo JDdustty ba$ upc:riebced ancl will COIUinOe to~ rapid. I8gu1ato1)' IDd tI:dmo1op:11
c:baoae. Man)' co.npedtors 1n eadJ. of ACC's maketB are IipificRlly Jaser IbaIl Ace, have substantially greatJ::r
ttsoorces Ihan ACC, cOllbOl ItMsmlssl.oD liDos aac1 1Brpr nctWarb thin ACC and have ICJIII&tan<IiDI
reladonsbips ""';01 ACC's target cuatomen. There C8I1 1)0 DO asAII'ID~ tbat Are wiD n::main competiti"e in 1hls
CD\irontnenL Regulatory tnIld.s bave bad, IDd may have ill Ibe futGre. lIipi.fl.ouK efleeg 011 campetition in the
indusuy. As ACe expendi its~ c:ovenp. it will Cl'la)DDtcr iJx::nwied competition. MOl'eOver, ACC
beli.BVes that competition in ~u.s. mI1tets is lIbly to IDa:ease 8Ild bccnmc more like competitio:n ill me u.s.
mer1cMi over ti~ sa au<:b non-U.S. IDIIbta coDJinue to expe.rleace deIeplab)ry inflUClDCCS. See ·'Lf:sialUi0ll
and Regulation. .. . .

CoJDpmtion in the 10D.8 di&tancc iQdusb)' il b8sod apon prlclng. ea", Sf:l'Yice, nc:twodt quality. vt1Ue~

added services aJ:)d customer l'dati0Dlhips. The IUCCCIS of a ooo-ttIDSmIAJOD fadJltiet-bNed carrier such a3

ACC depends larply upon me amOU'Qt at traffic tblt it c:aa. commit to the uansmisston fadHti.e6-buecl cm:ir.tS
and. the resulting volwne discounts It·~ obtain. Sabjeet to cODtract n:atric&iODB and euatermtt btand loyalty,
JCScUrn like ACe may compeIitivdy bid. Ihoir ttafflc; amoDI 0Cb« gJtiQUal kmg dis&IDce cmias to sam
lmprovoment jn the COft of service. The n:la&ionBhip between~ 8Dd.1be larga: UlDllDiBsioD faeiJitiq-based
eatriers is twofold. First, a reseDer is a l;'04tomtt of the services provided by the tIaDS.nislioa faci1ides-b1lSe4!
carriers, and that CWitamer Rhuionsbip is~ primlrily upon the priciDg strateps of the fint tier
'COlnpames. The rescUer IDd the traoEuion fllC:ilitia..lJued caaier& are also competitors.~ .-acllct will
ataact customm to the txteDt Ibat its pricing for cu8tolnerl iI aeneralIy more faYafablo tban the pr.idq~
the same size (:ustomm by 1Iqer ~saiOD facilities-based camas. Howeva:. lIllDamiaaion fBcllities-bued
cmriers have been a.gressive in developlnc discount pllLo$ which have had the effcct of reducing the rates they
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cbqe 10 cuerouatn wJloIe buaiDei& iI IKJUIbt .., the nMDtr. Thus, rbe bas"l nc=&8 of a~ is
sipi&:Dtly l1ed 10 me p:icias po1ideI eatabJisbed by me JarFt uwmit,ion flcilidcs-buld <:miem. Th«e C8Q

be no u8UrIDCe that faYOl'Bblc pridnl policies will be CODtiINCd by those lqeI: UIIlSmlssion !aci1ities-based
cm1en.

Ulliw4 StatU. III the U.s., ACe iB lIIIthodud to IXiIIDate bDnWe IIIJ4 international IDJtl dtmDce
laVices 1Wl0llWl4e. 8Dd to. oriJbul&c illlraSt* lonl dilWlC:e service in 48 ltates (ald1aup it comotly deriVeJI
mOlt fit it$ U.s. revenues pl.'iDcipeUy from c:a11a origmared In New YOlk 8Dd Musainw:as). ACe oompetes for
CIIItoiDers, lJ'8"""i. facilities md capital t'NOmleS wJIh JtUmelQUI lq dillbmCe rdel'.OlDmllDleui.ol18 c8:lria:a
lDdIor :rt*Dcn. IClIIlC of which ate ,obmmtlally tarsu. baYc mbstIntiaU)' ... financial. tedmic:al and
IDIdafltia,J JaIIOlD'CtAI, IftCl own or leue 1Jqet" ttaDIIDiuian lyBmIlbap Ace. AT&T ia the Iarpst supplier of
laoI dillDCe aa:vlc. in tIIa U.S.IDret-LATA mubt. ACC Ilso~ withi..G hi u.s. call origiDlliClrl .m&
with odIer __ Joq~ "'hooe~. such .. Mel. SpriIll 8Dd IeliOllll companiq widell resell
tnt...... .mces. Doc. from. outIick tie NYNBX/.Bell AI1aatic "'oa. iDc1udiDg SBeCo~.
ba¥e. DDder Ibe lDIbClrity c:oIlItJIiDed iJa 1be 1996 Act. bepn ID offer lomg diltBnce eerwtces 1D Ibe NYNEXIBcll
Allaalic repon. In the iDtg-LATA mamt. Ace a1Io COIDpetr:I v.iatI tho local exche8ae CIUien scnicing Ibo$e

IIDU. In ita kIcalliC'Yioe IteM in NDW YOlk Stlfe UKl MlRadaisettt. Ace pracntIy compctc:& Ot' ill me future
Will c:ompete with NYNEXIBcIl Adantic. ProDtler clrp., AT&T. Cttizcu Tclqlboae Co. IDd WorldCom and
wkb Cle1I* mul ocMr win:Jqa ~en. TbeIe local em-p cmiers IJl Jme loq-staDdblg elationlbips wilh
Ibeir Wltomm IDd. bava fiDIIIdIl peaGIInDllOd 1il:IdmicallClGIJ(eeI subsraDda11y ...... Iban those of A.CC.
Purdwi:In«e. _ VeDtUJ'llS such II tho., betwam MOaoc:l M1crosott CotpodtioB (t~..). UDd,r wbkh
Micmeoft will proIDOClt Ma'i 1l:l'Yi_ the joiQC veamre amoag Sprint,~ Te1ekom AG aDd Ptanee
Ttlecom. caJle4 GICIbIl ODe, she leCC11Ily~metget ofWoddCom and MO, .,other sa:Dtic aDiaDt=
could IDaeaae compedIive preII1IR$ upon ACC. The receD,l m-.r behnen N)'IlDX Ccxp. aDd Bell Atlantic is
Baly Ia .lnqtbca Cba fimlndal res~e. of 1he DeW, combined COJDPIDY, IIlCI its~ nctworb may
Cllbrmce ita ability to offer Jcq diMauce llCl'Vices in the combined NYNBXJBd1 Atlaotic Iqfion.

111 IIddition.1O dac campeeitivo fac1Drs, 1'eC:eet and pandinl deregulation in each of ACe"a~ may
enc:ourqc Dt:W eDtr'ants. For eumple, at a result of the 1996 Act. RBOQ are I1lowed to enta'the long distaoe::e
mll!lcet immedluely In t·out of ICJion'· states. Qd. in die SIIleS where tbc RBOC is ID incumbent LEe upon a
5ho1riDg t1w certain ~ODS ralated to compotitioJ1 have been JUt AT&T, Mel and OM 10118 distmce
eardcts. utiIitica aDd eab1e tQntisioo compaai.es am lIlowcd 1n CDter the lOCJl toleoommwDeatiollS marla:t. In
tddilioo. die Pee bl$o (lD Mvera! oocaaiom Bince 1934, appmVld or:requlRd price tedacciOlUl by AT&T md~ in
1995 and 1996. the FCC ncJ8Isi6ed AT&T as a ·'ncm-domlDant"·CIIt.rier for domestic and int£DJ&Iioaallong
diJtaDc8 'eMc:les, wbich IUbatIotially reduces 1ha (tIplatoly COIlSCraU1t1 on ATIif. In Ib£ tec:ently-comp1tA:td.
Wadd Trade 0tpDjz:a1i0ll talb, the U.S. commJtred to llIowinJ foIeip carrim beretolore prohibited from
compedDg in U.S. ngrbts, to QlteI' the U.s. 1ooe1.1on..I diltallcc, and ilJtemalional mar1cHs. and the FCC has
ameBd.ed ita.nlle&, effEctive Pebn1ary 1998, to imp}cment tbt:alt COIIII11iImeDts aDowiq virtually open entry to
die U.S. market by all emldel ft'om WTO mem~ COUDIIies. The WTO 8CC01'd wiD 1itely inereue the level of
~ In thfl U.S. local, long dinmoe. and iDteti*ioDal mutets. ACC believes that the principal
eompeEltlve fIctors dauB its DWbt share in the U.S. arc pr:iciDg. CllStoIMr service 8Dd variety of HMees.
By ofIi=riD&: biBb qll~ty te1ec:ommudicatioos services at cQDIJI«ldve pdce$ aud by off'c.rins a portfolio of value.
-dded aervic.. iDclucl.iDg customizecl biUiag~"eI, eaIl~ IUd call repoahIl services, toaelber with
pcnmujtiad custl:n.ner se:nic:e aDd 1Upp~ ACC beJievet lbat it compctea dfec:tiYely widl other locaIlDd long
~ rolephoae cwens and rqeUm in irs service IIlCllS. ACe'8 abjJity to continue to compete dfecti.vely
Will depmd OIl its continued .:billty to mainta:iu high quali.ty. rnmet-driven serviccB at pricesg~ below
dlO6O charpd by its CQIUped.tors•

. Cantztl.a. In CanadD, ACC competes wldl facl1itiea·buc:d carrif:rs. other reHl1er.s and rehillers. ACe's
prinQpll trlDsJDissioo facilitiu-based. competitorS aRi the Stentor IlWP of comp&Dies., in parIicu1ar. BeD Canada,
"tbo dominut 5upplicrs of 10111 distance seMces in Canada. AT&T Cauada, which povides. cenaiIl facilities
baed and long distaDce setViee$ to business and residential cuatomcrs., UId SpriIu Canada and fONOROLA Inc.,
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wbII:h p:ovlde cenaln trInIIDi8Iion flCilitia-buid services aDd also lOt IS rat1let of telecOllllDUllic:aIiuIs
.mees. ACC a1Io competa aeliD&t l.cmdan Telecom, a ..~ of~~~l~ceJ.ACC Weves
rbat. for lame of i. caetomers IDe! potem:Ial~ it bat a. wmpctitivc advumare ewer gther CaDIdlan
-uen N a~ of lu operatioAs in the U.S. ad lbc UX. In J*ticlllll'.. tbe. tEaDs-At1aD1ic BDt._,it
eIt&bBsbod ill Ju~ 1m behRen die U.K. aDd Cuada allows ACC CIDada to soll1Dftlc EO !he U.lt. with ~
si~dy lower colt llrUetme than many otbe:r reeelim.

UUd KinlJdDm. A~C U.K. C\D'I'alOy b.oJds a NatlDllI1 PTO I...keD1e end an In1emational Facilities
Ucmse aDd compaa willa faQlitiel-bIIed cmlers aDd omer~. ACC', pme:.;pa1 competitor. in tbe U.K.
lie Brili&h Telecom.. die domIDIDt suppU.et of IelecommUDiCllliDDI BC:I'Yicc5 in the U.'K.. aud ewc. ACe I1so
,.. compet1tiQD from otber epera1m5 Iw::b as EoezPs andW~ aDd fnlco reMllel5 lDcludiDg J!Iprit I8ad.
Spd4t. ACC believes Ihc servm of ACC U.x. IfC eampetitive. ill tenDs of price lAd Quality. with dIi:.mce
offerinp at ils Ux. competilors primarily~ of i1s aMaDcod netWOIt·rdaIed hatdwarc and saftwIre
systems and the nuwOlX COIIApratlon and uaffto menegemeut~ employed by it in the U.K. .'

" .

~ IDvatmcobl .... Stnr.ep: Ail-,*, ..
AA ACC oxplDds Its serW:e otletiags. aeoppbK: focaa and ill network. ACC anQcipltUo that it will seek

to acquh'e uset8 M4 bilaineliei of, I'DIb mYCSD:!lealS in or IID1E{ jpDJ strutlic: alU,nces with, COInPamet
pIOvidiUS letViCCl comp1mJeJWlry to Are·s ~l_ buslDeI&. ACC be1i6'¥eI Ihat. as the Iloba'
t.eIcc:lonmnmicaDonI muketplat:e~ iamutnlly c:omJ*idve. exp....d. and ma1IIres, sadllnmllctions will
be impanant In xnainteiDln: a competJ.d.ve posiIiOtl. in tho iudJdtry.

ACC's ehi1it)' to Effect llequilitiOl1& and licratqpC aUianccs and 1DI.Ile brvestlD.eDts may be depeDc1eDt upo8
its abili1y to obtain additional finmcing and. to the exteDt applicable. CODSa1ts from ~ holdels of debt and
prefcmd arock of ACe. If ACe were 10 proceed with 0I1e or mme si,p.i1icmJt a1:rIIc£ic ,11ianccs. acquisitiOus 0(

iDvestmems in wblch the ~ide:DtiOnconsiBt5 of cub•• substantial portiOll of ACt's a"lilable cash could be.
used to consummate the acquisitions or inve.stroeuts. If ACC were to COIlIUIDDlaTe one or :mote aigni6cant
alr'8t.qic aJ1iarJ.ces. acquisitions or investments in which the eonsidention conaim of atoek, shareholders of ACC
eould suffer a slpriflcmt <ti1u1ioo of their illtereUA! in ACe.

. Muy bDiineas acquillitioDS mllSt be accounted for Ii purcha$es. MOlt of 1be buliDe&6eG mat mlgb1 become
aarac:tive acquisition eamtidatcs fO{ ACC Ire likely to have siplfteut aoodwiU and iJbngib1e 1I.51e11, and the
IICqUisitions of U.s busiDofises. If aocovnted for as a pucdwe. 'Would. typically ICiUlt in subsblnt;al amortiEation
cbarps co ACC.1n the event ACe coosw:nmates additioul1 w;:qW.sitiooa in the fu1urc that must" accounted fOf
as purchases, sUC'h acqnisitioua '\\'oWd likdy increase ACCl amortization expeases. In cormecd.on wld1
acquisitions. investments or stnIIegic allillftOl!:&, ACC CQI,Ilo. incw subsamtlal expenses. :iJ1c1udiq the. feea of
fiDBDCial advisota,~ and. accountants, the expeases of iJttepaliu; the busiDcas of the acquired company
<I:' tho sttateglc: alliance with ACC'$ bwinea and lOY expenses usociated with~ Ibm, of Ace's
clpita1 stack, if I11Ch shIRa lie issued. 1he financial i:v:Jpeel of sudI acqulsidons, itmlstmtab or strUepc
a1IilDce8 could have.1 material m&'$e I!!lffect on ACC's baslness, tlDItl.cieJ. oonditiau and r=sults of operations
and. could ca.us~ substautial llu«uat1ons in ACC's Q1WI't:rJ~.. and yearly operati.rJr results.

Tbo Merger Agteemeul: coutains restrictions on the conduct of ACI:.' IS business prior to the CiODSUIUD'l8lion
~t tbe Merger "'hidJ &Ie likely to affect ACC's pursuit of its Strltep.

EmplOJ'CCli

As of Decemb« 31, 1997, ACC luM1 L,268 full-time mlployeos worldwl.de. Of this toral. 384 employees
were io the U.S., 482 were in Canada., 369 were in me U.K. and 33 Wt= in Germany. ACe has UYa'

CIpCricncec1 a woQ; IStoppa;e aDd irs employees are nat repn:aented by 8 labor union or ooveRd by a collective
bJrpinini aenement. ACC considalJ its employee relations to 1:1£ good.
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Pr......
ACC'a p.dDdpd~ offtcel5 m 10CialD4 at 400 Well Aw:n1lOy RocheICa", Newy~ in CIXPOfIIe ofiice
~ leaIOCl~ June 2004. It also loues ot&ce Bpace fer its ClDacliIU. belllquutetB in TClI:Oftto. C8Dada, as
well .. office spe.cc at VIriou odIer locMlOAS. For addidODll informaaiOl1 reprding these: leases, see Now 7 and
9 to ACC. CtmIOlidatcd PinaDclal Staltmeot8 bx:1uded hez'elD.

, .
ACC U.K.'. a-tgu.- are looMed. at.Adclaide House In Q1inridt. Loodon. ACC U-X. entered into an

Ageement {()( Lease for such JOGation iD Oc:tober 1997. The tenD is lot appmximarely six years tbrOu,gh Marctl
2004.. The leue for the OUI'!'eD1 MadqUllrlCl'll will also cODtillUe 1IIltiI September 1998.

ACC bll' sImoD switc'biq CCDtel1 woddwide. ACC's lwitehina equipmeut for the Rodlester call
ozip.tioD area is localed. at ill bndql1arters 81 400 Welt Avenue. Roche~. New Yextt with aclditiODIIl
IWi1dIIq equip... located in. tbe U.S. in Albu.y, Buffa1a, New yeldt City ad Syracuse.. New Yon: IIDd in
BoItoD ucl SprhaBfWd. Mauacbusetra; in C..-bt in TQIOJIlO, OIV.triOt Montreal, Q&1ebec. 8Dd Vaocouver.
Brititb Col11111bia; BDd in Londolle Briltol aDd Maacbeater. "land; and in lluNeldolf. GemwJy. aU of which
litel ae 1cued. 8rIDch sala ofIiQC8 IIJ'C k...",. by ACC at mOlll1oc:atloas in me llortheastcm U.S., Canada

, aDd. die U-X, ACe abo leuca equipml!lQt and 1p8Ct1ocmd It varlaua altos In irs tmvicc 1IrCU•..
I

ACe'S flDaDciD8 aD'a'DF"'entJ 8l'e secured by II1blltlll&ially .xl of ACC's lUisets. ACC', Ieemd 1endcra
.~ be entitled to forcx:klse upon thOl8e IIIlIeb IIId to be tepald from rhe proct.aI$ of Ibe Uquidalion of those
asaets in the evat rill. default 'UDder ACC's GDaodq amnaemems.

.Lcpl Pl'ocecdbtp

ACC is a pany. in the mdioary c:aaue of busitas. to litipWm nIU'dlD& servicea l'CIIdmld, COJIb¥t elms
IIDCl atber mlsceu8DDDUS C8U8CI of actloD uisiDa &om its busineQ.MaD~ of ACC doe.s Dot consider that
lIlY sach mauera wiIllD8tflr;Wly adwaely affectA~s busiMlls. results of openriODl 0( finaDd.a1 condition.
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SELEC'I'JD) BrsroRICAL CONSOIJDATBIJ FINANCIAL AND OPEUTiONS
DATA OF ACC

The followins K1&Cted biItocical CODtOlldaled fbwMial data for each of the yem ~tCd haw beeD
derived from Ace's 1Wr3DJ COIIIOlldatied~a1 aratemeota. The CODIolidated tiD1lllCial staEemt!1at5 of ACC as
of oec:embtr 31, 1996IlDClIW7 aDd far eadl of dle duee years in the period endedD~ 31, 1997 toge1het
wkb _ QOIleILS Ibereco aacl aWated. mpart of Artbur ADderscD l.LP, ind&peDdeDt pubUc accou.o.taIUS,' 610 iu.oladcd
wwbere herein. 'I'M following data shoul41 be :rad in COIljunclim ""ith. UJd. is qN1l1led by, the CODIOtidated
flDIIlclllS~ and n:1Ited. nQCal and "Manapmt's Dis<:uSldon and Analysis of Fj'Otncial Cgnditian and
lWulta ofOperations orAce," which am iacludecJ else_here herein. .

V-..........,I,

..
I

... UJ4 UJ.I(') .. 1!!J'C4)(.................,t,...........,
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0.34 $

0.37 $

0.37 S

7.765 S 10,391
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(O-S2) $
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(',»4.) $
(-«II)
(l~)
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73#11 100,944 ~739
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198 . 1,151 "lS
(5.131) (5,0.15) ~,'72'). .&;tfO)

-
(110) 509 (JQ)

(5.043) (3,365) (8~

(4,82.5) ·11),8.$9 •OM?
396 %.115 '''6(133) (909)
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13,597 26,210 -8.123

188,8&5 JOe.?f1 372.'13
114,141 1'" 211.3'1
74,(m 1l"-1d8 l54,m

11,614 16,.43:1 23,112
CSO,", I4,SI1 111,QZ7

1,321

(1.09) S

(1.011) $

(U19) S

111,331 $
',113

126,0444
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1,P32
44,,22&

2,1150

0.16 $
(0.11)
I.OP ---1.13 S

0.16 S
(0.11)
1.13
1.16 .....$ -(-1.09=) 5

12.107
47,.446 55.!20

(11,716) (1,314)

205 124
(420) (2~-

9.344
(I,OM) 1159

tOSS U,990)

(3.7'1) (10.244-)
(3,743) M56
10661 2,371
I,m (11,129"

(1,309)
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11.87S S (11,329) $

S 10Q.,64fi $
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105,946
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35,&60
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28,1107

1'011 nwIII\II .
~~~oIMr ••••••••....... 1O.~ , •• , ••••••••• ,•••••••

Teal tI5I'DII'IO ., I' I' ., I' • ... I' I' I' I j .• .....
~GDI&& t ••••••• '1'. rl"

~PtIII.& p •• r •• , ••••••••••••••••

~~~riOO••••......••....•.......• , ••••••••••
....... ""ninj"Tllive ..

Nail••• NIINCIUIIDe -- .•.• , ..
•~ oIIIOOIJN obIIIa .

AliIcU wdlD40wD -- .
· TDtIloNt6~~ ..
~~)fIvnI~I) .
Oda'~ (CKJICIlIC):
· IuMniII: l.Daoll1O .
~.,. _.. , .
~_ , , .
GIIIi _lila olllllllldiKy ItOCk -- , .••
FordID CIl:IIIDppill 0Dn) .

TGl:I1 olber IocCllDlC (CIqlIIlSa) .

.n.- (Jan) bm~~CItdbaIons .~ for (beMAt
frcn) __.. _1DiIIclGt:y iaIIrnt ~ .
~ tor (1MDI1lt froIIl) lac:om6 taxee .
MiaOrit1 jfJ-.. iu JOIJ (Clali.ap) 01 colllOlidatcd Nbridlll)' •.....•••••

la~QGII) fnlm ClllGI.ia'" opc:radaDI•••••••.••.••••••••••••••••••
Loll fRm diIconItIIINld opttatiodI (ntlt of iDc:oma I&Jt beacIlt vf $667 ill
· 19S'3J. If .

~=~~e~~~.(~.~~~~.~.~~ ..
Kitilaaale (Ion) S
1AI& s.iM A. :Ptefer-nd SIoc;k dividsld ..
LesI Stliel A Pl:efeaed SIocIt aacrcdoa ..
IDc:amc (Joa) appUcab1llO~ &.act • .. . . . . . . . .. . . .. s
Net .... (kin) perl1w:o-bUlc:(2) ==== -----

(;cWbNiq opetIItioa& , _ , . . . • . •• . •• .. .. • .. • •• •.. • S
~'Id openU.Q1II .
GIlD 08 dJsposiJ of dilCOdtiJlued ~llDII .•. _•.••••••••••••••••••

:Nel inI;omc, (lass) per~ic .. • • . . • •• .. • .. • .. .. •.. • .. •... ... S

N. i.ucNDe (Ian) pc;r IbIrD-dIllIIId:(::z)
~I$-- S. . ~ .
0111I em dIIpoUlof~ClpeI'lItbI$ ...•••••••••••••••••••••
Nit ~I!I (kJi&) JIllI"~lItlld S

Wcl~ &"\'CURe DV.t1Ibcr of sblllS outmMi~c:(1)
Ba5lII............................................... 10,206,133 10,366,718 lIJ"~v.J 14.463.728 16.1139,039

, DIla1l41 _•.. -- 10.537,.318 10,3G6,77B 1l,351.S3 l.5~,tl~ 17,~
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92.)47
&9.~

2.H4
1",126
't~.cs18

U:5J
~l

I: :l.D1'
6U33
77,394

(15,.461)
~

204,031
4.251
fJlX)7

elM "114w1....1J11eet DatII(5):
CIIb _ c:asJa IqlliftIeaIa - -. • .. • • S 1,.467 S 1,(Xl1 S $1_
CWIIDt a.eII - .. - . - - 22,,476 2IP"S 45,726
C1an!nl1JlbUi(ies • .. •• • .. • .. • • .. • • • • • • • . • • • • .. • .. .. .. • • .. • • • • .. • • ~.J_l 32.016 56,l)7.4
*wcwtiRs Gll/illl (dcIiciI)oo : •• oo : - -.................... (71S) <1,971) (10J48)
PJapaqr, p1Illt &lid.~ II« .: __ .. - . • • • • 17JY17 lIo4..OlI1 5',"1
1'0_1 __ :••••.. --. . .. •.. •.. lSl.111 84.+48 12J,JS4
~1mI debLlDcIIIIUnICllnut malllride$ r4llqolleml debt ••••••••••••••. 2A4 1,613 4,185
~-c.aD Mt. ac1udbIS CUIIW'lI Mlludlis ••.. - , •• ,. ••• ••• •• •• •• ••• ••• • •• 1,'19$ ZSI.914 28,050
.1111 ..JIIIfa:n:d .1Ildt - -. •• 9,441
~_I cqa~ .• _.... .. •. SI,S06 19.086 26A07 117,163 5137,716

e--.......... OpmM=tlWa:
NaGMla pnwjded by (wed ill) opII'&1bIJ ed¥tdu - _. or.. 5(11,121) S l,O!l3 $ 3,961 S. 24.,2.48 S Mtl
c::..A~SllClOk:"di.~deeIInd(!) -_....... S 4,233 S 131 $ 20U $ 5
C'*.....da:1INd~ .... ot CI. A eo.... 5lDCk(2)(S) •••••.••.. - I 0.40 S 0.01 $ 0.Q2 $ $
¥ VUie per aDlIllxub_(2) ~..... .. • .. $ 9-03 I 1.84 S 2.23 S 7.10 $ 8.00

(1) ....1mpKt of $2,1150 or....., iII:\ImIlD 1990410~~CIIIIIIIoeIaea& of die ACC IIIlWOtk to~ for eqvIIIIICceII tbr ID:
e-diIa~.AIIo~ !Ill .... wtileodown of 512,107 ift 1993.

(1) Q1 lue I~1-' &IIIA~ BoItd or~ IIIdl.oDIfJd a ......two !IrJCk .pit ilJ ttall form Gf a laic dh1cllDcl ..11IId lII\ Au;asl8. 19M
of 11Io N:.C au. A CanmaaD Smc:t to 'hare/u;Jlden of leC:Oftl u DfJu1J 3, 1196. ShIn! ,;au;! per... aauaa far III pdor pe.riodII haft '-'t
....fvf CIIc IloCt IptiL

(3) n.Ja...... lftIlIIenICILlIlQlIIct Ih6 pt)'DUlnt ofdividendi 011 dll: ACC CGmmDa Stock. ACe IrDoipIta dIIII it wDI nQC pay..tidadI
..........bIa~WR.

(4) ..... die •• of~ of IlClftIIlIU acqlIind by N.'( dlIriaI1997: ~lIaDIlldIftWioatIlId.lIoIDlue I, 157, UaMd
T'" LId. &om July I, IlI9'1. VISTA :r.mdoII11~ be. from AIlpII I, 1997, and T",liouI coauaaaic:lJiau
0.. Llml.MdPat\amJUptmDl'QJ;y 1,1991.

(5) dItI from~ opnlioIII iI c=tcIadcd.
(6)~ lhe reIUIu of DPCI'IdoftI of~ CQIIlIIIIIAicaIII'ram AapIC I, 1995.11.,..of lI:qUiIiIioIL.
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~DJICl1SSION Arm ANALYSIS OJ
FINANCIAL CONDI'1'ION AND RJrStJLTS or OPERATIONS 0., ACC
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Ace's R'IeI\u~ ia C01I\PLiSed ofmJ1 teVetlUO (pet miIuIIo cbl!Jel tot 10dg dlIIImce lItL'\'icet) _loca1l11emce
and other revenue. Toll revenue oaDIiabl of L'enII\Ie darived fJom ACC'i 1D1l1 diltaUce and~
serviCCL Local lervice &DC1 other IeWllae COIIIistI of~ dalived flvm die pnMaiOZl of local exc:t.p
services, includiDs local dial tone. cUrect ICCCII IiDa. IiIIcrut fees IDd JDOIIIbly subaiptioD 6:es, IIId data
senil;le$. NIIt.wa$ costS COD$i.st of upallCI uaacilllld wid1 tile 1r:uiDr of InDIaIiaaioD liDcI, IIl:lCQI chmpa, IDd
CieIUdIl varlabJe oosts ulOda1eCl wJ1h ACC', IM'NOIk. 'lbe foIlowhIc table mows dlo total roYeu.ue (Bet of
iDlel'CQlllPlDY ft:VIlDUe) 8D4 bDlabie mJ..Dures of use 8DrI.bIDble to ACe, Narth American 8Dd. Europc8D
operations duriDJ Q;h vf 1997. 1996.1IIld 1995~ .

~ J'lIngI-----,..... -

41.2~

'".2-85.4-
~.296 S90,341 32.8% 486.618
33.9 68l.200 37.9 512.764

(P.l 1,271.,541 ~ l,oogJ82

770.1'1 32.7 5Z1.90S 29.3' 172..281 14.6
4,343 .2-

774,494 31.9 S'Z7,905 29.3 1il;281 14.6- -
2.353,184 LOOD'll 1,799,446 lOO~ 1.18l,663 100.09&- -=m --

780,2:)2.
798,4S8

1.578.6tO

S 120,621 32.4~ S 99,461 32.2~ $ M.97S 34.99&
116.638 31.3 117.168 38.0 84,421 44.7- - -237.265 63.7 216m9 ' 70.2 150,396 79.6

131,1S1 35.4 92.138 29.8 38.470 20.4
1.197 .9-

L3S:wg 36.3 91.138 ~.8 38,470 20.4- - -S312.61g 100.0" S108.767 lClO.OiM S188,866 100.09&
==== ~ -

Toml North. Amerl.ca . I ~ .... ~ I • , ••• , • , ... , ••• , •

Ewope:
UDited KiDIdoIn ........•......... ,.. ,
Germany .••..•..•.....••....••••..••.

Total Europe •••••••••.••••••••••••••••••••

Toral ..••••.••••••••••.••..•.•••.••.....•

TOIIl ...•••••.•••......•.••..•...••••••••

Bm.bIc Loaa DiMaaee M"Jmltes ofVie:
North~:

Uldteel States •.••.••..••..••.•••.•••••
Canada oooooo .. oo .

Total~ .•. , •• , .•.•..••..•.••.••.•••••

Total NCIrtIl AnleJiCIL I II ••••••

0eI'ma.IJ)' .. • .. .. • .. • • .. • • • .. • • • • .. • • • .. ..

Ewvpc:
. UDited Kinplom •..•...•...•..•••.•..•

:r.... 8.e'HIJlM:
Nonh .Amatc.a:

United Sl&IbSI ••••••••••••••• ••••••••••
Canada ••..••••••••.•••.•••..•••.•••.

I 'J'l r i1Al' ,- :::i 11"·1 -T-".J :I lin _\ _ w w {:til '.! 6•.! II lorJ":-;" :::::".: '\1J;'-
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· 'I'bI J'oIowIDc table pl'IIUtI ccmID ildbDDatioll WDfW1liDI1cIq eu-ce ID11 n:vcaac (net ofiDtenlampIny
NY") per bi11a1Jle __ and~ coct: pet bUlIbIe m.tmne 6DrlbDlIbli to ACC's Nonb Americ.n 'and

European openlicms duriD3 ea&:b of 1997. 1996, IIIJd 1995:

1m ..!!!. 1~- -
S.l~ $.150 $.126

.122- .1SO .146

.122 .l~ .137

.171 .174 .220

.736

.174 .174 .220

$.084 S.lOS 5.089
.110 .114 .149

'Vllitell 'lC.iD8do1:tl. III III .... III I' III III .. III III III .. III III III .. III III III III III .. III • • III I' .. I' I' • .. • III I' III .. or I' " ...... a III III .. .. III ..

a.a.a.,.. III III III .. III III III III III III III' III I' I' III • III III III .. III III III III I' III III III III III III .. III I' III III .... III III .. III I' III III I' I' III ..

Total~ " ...... III III I' III .......... III - III .... III III III I.' III ...... III III • III III •• III III .. III I' • III • III III ••• I' • III • III III ..... III ..

U.ai.ted Sta1eI • III III III .. III III I' I' .. I' I' I' I' - I' .

Ca.ada 1'1'.1'

Toca1 Nordl AmKIc:a .. - -.. . .. .. .. .. • .. •• .. III III .. III .. III III III III III III III III III .. III III III III III I' I' III III • III III

, '
Tc:I8.lBurope , fl. "t, •••••••••••• .. ••••••••••••••• .. •, ..

'Nl~ IV BDlabJe LaDI DIsCaDce MIMte,
NOl'th America:

TD1al NOl1b AJDerica. • • • • • • • • • • •• • •• • • • • • • • • • • • • • • • • • •• • • •• •• . •••••••••••••••

Aet:. believes~ its histaric mYeDlJC growth IS well II its billtDlic network COlts and n:sulu ofopenti~
for its Can.cflan aDd U.K. opllA1loD& paera1ly xe8ecr tbe $tat£ of dr:ve1Dpmcm1 of ACC's open1iODS, ACC's
<:lIItexOe;r nWt, and tbe ~ve aDd fOpll'rory envlroiDmlDt in dloIe madc:ets. ACC el'lta'£d the U.S.,
Cmldbm, ud U.L tdecammuDicaliooa marbls in 1982. 1985• .c1 1993, _pectlvely. In 1997. ACC
~ a au'bsic1Wy in Germany. aad commeacx:d aflerinJ.lo1J8 diatluuz servi.I:e lUi a. sWild110ls teSel1et
,~me thUd quatW oll997. For U.S: openttou. 1996""entI£ and l'lCIWork cost per minute include the
c:ffa:t of $9.0 million of l'lon-RlCUIIiD&, biibcr .. pel" ntiamte lid lower margin imemltioDll carrier sales in tb8
.eecoIJd. quart£t. ACC bcl:ieves that toU leYeDile p:r biDable min_ and DetwOrlc ~OSI pet billable minute may be
lower in f\m:Ire periods, aDd heavily ilJ8nepud by competitive prc:IlUft:S and regulatory actions.

DeleplatoJymA~ca have affected the telecommunications indusrry in the u.s. since 1984. and me U.S.
mllbt has e«perieDOed CiODSId«able OO,.titiOl1 for a number of yearS. The compe1itive infl~ Oil me
pricing of ACC U.S.'s setVioes IUId network costs have bCle1l stabil=g during mc past few years. This may
dIaop in the fntl.e lUi .. relUlt of £be 1996 Act thai fu.nbet QpcIled tho mcb¢ to competition. paticoIady from
the DOCs. ACC has ac.tivcly punued. s;t'O\vtb opportullitiel iu lIle U.S.~ DurlDa me third qNrter of 1997.
ACC acquired VISTA Iutemational Communicafioaa. Inc. ("VlSTA"). VISTA, hcaldqu~ in MOWlt
~ New leney, provides lonr; dlstaDt:e IDd. odIer ICYicee to STllalt Il'ld mcdium-sized co:JIlIDl:R:i&1
CUI1OlDm'B in 'the Nortbeutml U.S. with ~l1Ceottalions prlmedly in Now Ioaey and PeaDsylvania. Tho VlSTA
acqaieition~ expauioD into a con1ipous ppaphic me&, with a similar talgett:(l customer segment
which Is viewed. as eonsi5tent with ACC', Q.PIDSian llt.rate8Y.

Tho cJco~ trend in Canada, which commenced in L989, has bx:reased. competition. ACC CIIDIda.
«Itpedenced &lp.Ificaut downward. pm5U«l on die prtc\ng of its ar:rvices during 1994 and 1995. Although
revecmo per minur.e·1Dcre8sed :from 1~ 10 1996 we 10 d1anIes in CUI~ aud product :mix, r'Nenue. per
minute fdl dDrinx 1997. and. ACC exptCb downW8tl1 pressnre to cOlltinue. The impact of tbls~ pressure
on r(7VCIlUCS of ACe CIIJIIda is being offset by 111 inCIaie in the CIoadian commelci8l and stlldent bilWlle
miJ:lutc:& of usa!t. as a percentage of total Canadian billable minutes of usage. and introduction of new products
aodo seniees IncludlDJ 800 sel'\'ice., local oxchaqe re.salo, Intemet serviooe, and, sinco ~bJ:Uary 1997, pagjng
s~s. '

Ace beUeve:s dW, becaaae deregolalcny intluenc:e$ have only fairly teeenUy besun to impact the U.K.
telecommunications industry, Ace will continue to experience a significant increase in revenue from that market.
but: the rate of growth is e.xpeetM to dt.e:lin£. The ftngoing belief is bum npon expectations of actions that may
~ tabu by U.K. replato(')' autbolities and ACC'IS compet1ton: if such third parties do not act as oxpected.

112

,-

,

• :i '.". I: 'n""'... , , _.... ""' .. :.J'11-..-W .'\- ~~- 11"·'1 -'!"·..-.rl-~'- I~~~··~ '\1]"
.:1 Jyn _~I 1!llJ ,-,"'-"~J~:'" ::::.:: JJ

..
;



Since tI:le COJ1:lIl1encernent of ACC'& opendous, ACe nl5 undertaka1 a propm. of developing and
oxpandini its seM.ce offerings. geographic f0CU8, and network. In CO!Intetion witb this development and
expwWOD., ACe has made significant invcstmen1:$ io telec:ommuu.icadons circuita, sYtoircheSl, equipment. and

The Oemwt tc:lecommunieations market subst.BIUially d.cregulatr.d in JIJItJat)' 1998, lI$ a ~ult of the
Bumpcan Union (UIro") ml.Qda!e Ill) open tJeJeoolDDl\1llicaUolll1Dllket'i to competld.on. Most slplflcl.llUY; the
German maJtet opened. for 1DuGonuecloD.lD January 1998. ACC has es!ab1i$he4 .. subsic5ary in C3emumy, and "
sitoed a re&ale~ wid! Deat8Cbe TB1ekom ("0'1"') on}fay 20, 1997. Further, AOC ~eived 8. Class 4
fun yoic~ tdephouy licenae frgm the Gennany Ministry ofPost and TeleconummieatiOll& which b!came effective
1anuary 1, 1998, 'Ihis license is a tcquircmc:nt for ACC to 'becomo a 5Wi1d1-buod provider of
tc.lecommwlications services in Germany. In ()c::rrJ1)I!I[ 1997. ACC &1ped. a I1OCWOIt iDteroonDect~t with
ro, Wbieb peonits lltilizItion of DT's JUlit'IIO!t 10 link ACC wiJh ita~a. With lbiI'a,pcement in place,
ACC bas iDstaUed a S'Iritch which ir p1acrld in aecvice in Febnaary 1998. ACC achieved a small amount of
~veuue ill the fourth IJ'UlItel of 1997 as a swi1clJlr:as reaeller and. 8Dticipatc$ patlntiaUy IOClCW!l substantial revwue
powth in 1998 as a switch-bascd reae.1l8f. The forelOiDl forwud looking lwernent is based upon expectations
wi1b :respect to reculatory~ and eoopetatiotl. from Dr which ACC ill unable to control. If such expectations
are not realized, the expecred menue JI'Owth from die German mmt.et may not mare:rializ~ maddition to the
~ growth expec1ed from switch-based resale. ACe has ac~vely pursued ocber IlOwth opportWlities in
Germany. During the tbird quartc (If 1997, ACC acqaired ToleoatloDal Commu.nicatioDSl De1lt$chlmd Limited
P8rtnBrahip ('"'J'NC"). a privately beld telecommullicatioQfl aetvice provider headquartered in Hamburg,
G!l.tmIny, me provldos prepaid caJ.l.iIlg c8l1'h through' affinity programs YJilh large comnmcial c'Utomm:

,Including LutI:baIlsa. Citibank and. Dinen Cub. 'The me acquisition providti Ace an l!Xi~tinQ costomer base,
proven management teem and facillwes the SW't-op efforts in G«Imany.
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ACJ:s oppwawltles for m-enue IfOWIh cca14be iIftl*Itd IfAOC UJt wee to expcrieDce iacreued reveues.
ACe believes it sbou14 be able b)~ its ecuuomiea of sca1c IDd KOpC ill tbc USI of'ibe fixed c:oat elemem:s

, r4 ib nctwOlk. NeveI1belen, the~ trmd in that nwkd if~ to rosuk In compedlive pricing
pusure on ACe's U.K. operationa, wbicb could ldYeneIy affect re~\1e61DC1 matp. Since the U.K.1IUIlbt
for mmsmilsion faclJitie6 u c:lomlDMed. by Bdd.sh To1eoom e.D4 cable & W'ardes., tile downward p1"CIIUft: on
priceI for servlcel off«ed by ACe ux may DOl be acecmlpnicd by a COlIIDfII'OIldi teducrlon in AOC U.K.'s
.-wotk cosu. in tho Ihmt tcan mel, oouequeutly, could advene1y aftl=ct ACC's busincu, rc:sula of operaDonlS
mel DlI8Dcial COQIIition, pII1:iculu"ly in tbI: ewot reveoae daived from ACC's U.K. opmIioJls IQ(:O\1Dts for an
iDc:daing pelcclltltp of ACC'. rutal1'DYCllUC. Moreover, AO:::s U.K. op:pticJas _ biIhlY depeDdent Upo111he
1I'lI.a1iI1ioa lines leucd 6.'om Britiah Tckcam. M 8IIC'b. of me .ec:ommmdcatiODS marlceu mwhich it opera&es

, COIIIiDUCIo to matum. tb£ rate of IJ'OWt1l ilL its~l1O and CUIlOlUt belli in I!lIId'IIUCh mIIbt ia libly to decreue
o"...li-. ACt:. bas arXhWy pursued powcb oppo4D01tiefi ~ .....te IlOtWaIk aolutioDs in Ihe UX mubt.
DuziDI tho secoDd CjUItW of 1997, ACe acquired TIanlIphone IlItel'JLItianal Ltd. (uTraaspboae"). Ttanspbol1e
provides dcdeatie and. iDIemItifJa11100,s dil&anc:e acnir:o II aresellcr. and i, bQIId jn Loadon. U.K. In acq1drJD&
Truulpbone, Are obaIiMd wbll it belicva is a sa.oq bue of 00IIDDeJdal CUSlOlDerS in 8 dosit8b1e aeopaphic
area. Daring die IbUd qaarter of 1997. ACt:. lIso qatrecl UDbecl T&clXr& LId. ("UT"). UT poYidcs c10mesdc
IDd imemaliooalloDgctistbCeleL.Vi.cealbEouBhaJdo.paid caDiDa; CIId platform in retail rdspbOM 1hopIS. UT is
bUIld iD 1.oJuJoD, U.K. ID aeqairias UT, ACC obllincd what it bdeves is a new dellvery c:NmMl in a growlAg
niche :mII'Icet. The lCquilition is alIo expected to CI8D DeIWOI:t cost etl.citJdeiea. u 'tTl" $ cUltQmen hIrve peak
c:I1lIDI aeavtty at DlPlIDd on 'fIflflbllds. lbI& calbl peGb will enable ACC to fdlmte routing of off-peak
rtaftlc flfet ACC', swil&:lh buecl netvtolk, Ihcnby, IddinI to economies of ICI1c. ~ Trlmaphone and li'T
lICIJuUiUOIl8 II'e~ to be aca:etive to eaminp mmmenciDg in 1998. l>uri,nl abe 6nt qllllier of 1998. ACe
audcipates putting into opetItioni its own microwave fIdlity. linkiq Its dlree U.K. swJJrhIDg CeIDl'S. Thi~

, mic:rowaft faciUty will pzovido Ace with its ~n dCllnOSdic :reduDdant ottwork altema1ive 1la:a5 to Ace's
o«wolk. for lcs C\1Stomm and a lower cost necwodc: p18Efoml.. The f'v:regoin, forward looldns MMemeD&s are based
upon ~ec:t8Iiou$ ~ilb Iapect to cuatomcr beha.,ior, nwbt tJmds IIld ACC's abi1ily to succasfolly inlBplte
IIId dewlap the husiDelr.a acquimd. If such expectations _ oot~ aetUa1 results may differ J:IlItell&lly
from tbe fol1llOinJ dilc:uIlSiOD.
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idflwIre•.'IbeIe mveltlDeDlS aeuenny .. m. aipificIDdy In 8dV8DCO of aItic:lpr8d cDllDmer Jrowdl
___ men. ACe 11IIo bu iQc:lwsed iU Illes IIKl marteIiDI. Cllltamu support. I1etWOIk opendooa. ad
1lelcl scnices oommibJIeDtB in Intidpalioa of1bI: expIUiOD of ita customer bIte IIld. bupted~md:cts.
ACe ~ts to contimIe to _pmd the breIdtb qd 5C8le of its MtWOJk aDd related lales aDd. DIIIIkctias.
castoallr tupport, IIDd opcratlDl acci\'ities. 1bes~ egr,paII51on efforu are IlDIy 10 caus~ Ace to !Dour IipifiCllIIt
im:taaIin expeoaaa from dmo to time. in anticipu10l1 of \1ocential fotutc gIOWtb. in ACC's eustomer bue and
~ acosrapbic 1MtbC&. .

In 1997. ACC aanOllll£8d. me croaIion of two c:ontiDeDtaJ. opc.rui1J1 divisions in North Amldea 8Dd Baropt.
In COIUlUlCtion with tJQ new SUUClm:e, ACC plaDs to fuItber cxpa:ncllts EllropeaD opentiODS as buliDCII$ ac:tivlty
mgre fWly develops in the dereplatiDg 0enn8D mII.bt and by flIlttrinl other te1ecommODicati0ft.5 marketplaces
what rep1atory aDd UlIlrbt condUiODli ~amm.t. While. ACe bas hid. a. soc:cesstw biltory of eIIteI:tA8 into newly
derqulNd.~. tbr:n can be no Maur.mc:e, that me ume SUCCl850S wID be=~ In die future.

ACC bas BllIo ex:pUJded operaUons in tbe U.S. la<:al cxchaDp busiDeas ad 8llticipatOS _ ... lipificant
pcll1Io.D. of ita fDaure poWIb will come frmu Ebis bu.tiD.cBa. the toea!~ busine$s l& hl&blY competitivo and
iJdudeI 1C\'CfI1 lqer, better eapiIallzed local 8en'icc providers, iuc1uding AT&:T. IInOnJ otbt.n, wbo can
SUbUl loucs _0date4 with diacauut pridn.a. aod lbc biBb 1Dlllal inveatmeDt 8Dd. ex.p0ue8 typically incamd to
.and Joca1 QlROmIJd. ACC's U.s. looal. ieMCC commeoced gporation.s in 1994 and ,enera1ed an ClpIftIing
profit fa(' 1m end 1996. llowevec. dt=rc can be DO asaannc:es that ACC will col1linue EO acbie\'e positive
Oprqtiq cub. Dow or pro111abi1ity in this basiDess 1ilI the futu:re.

ACC"s operatins RtRlts have ftoctuated m. me past IDd tbey may cooWmc EO ft11CDJlte liplificaDtly in the
f1mn as a result of a. 'janet)' of fac:tors. some of which lie beyond ACe. eomzoL ACC cxpcctl to'foc\ls in die
III:If IBrJU on ~uildiog aDd~ ita eus&omer bare, IetVice offailJ.lSJ IDd taEpted gco,lrlpbic JIlUbta, which
will require it to iDc:.nta6o &ignifiamtl.y its expeDlC$ for DI.Il'bciq aDd development of its network and DeW
~. IlDd may adversely iinpact opendDg reaulll from time to lime. ACe'5 sales to odler long c1isIaDce
oamm bave been lDcteuioe du" to ACC'a madretin8 l!liIom to pnmwte iu 10\llltf Inb!:mlllicma1 netwo.dc costs.
R.evenue ftom othet reaellers accounted fOl' approximately 18~ ancl27'% of tho~uea of ACC Ncmh .A:meriJ:a
and Ace Europe. reapcdivel;y. in 1997. Included in 19~ was $9 million of U.S. IIOD rccmri~ carrier revenDC,
or 39& of coosolidl.f.ed n1ve1lUt:. A.dcJitionl1ly, In 1997 ACe realized significaotly reduc:ed re'Vel)ue from two
CaDac1ian cmiers of S10.8 millionco~ 10 1996. With ~ect to thClIe customers. ACC compcms almost
excluively an pri<:e, doea IIOt hav" Jour t~ CDDIrIICt$. aDd genentcs lower 110"~D8 as I pacem. of
n:veaue. ACe's primIl)' illtllteSt 111 carrier ,reVClJ.ue is to utilize cxces~ capaclty on its I1CtWOIt. Carrier NVCOUC
in 1997 wu 2196 of COD501ldate4 total rf:'VODao oompm:d to 24'" in 1996. Man,g«al.lXlt believes that caa:ler
revenue wiD oontinuo to average 20% to 2S% of consolidated toIa1 revenue u !be core businesses coDtiDue to 
grow. Tht foreCOJn8 fwward tooIdng sWeanent is ba5ecl D~on expectatioas wlIh~. to IIQWtb In Act::'s
cUstomer 'base ad total J:eVOOUos,. If such Bx.pecwions are not t:eaUzed, ACC's actual rosblu may differ
~al1y fum the fOP:llo!ng discUs~on. ..
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....... at OperatloaB . ~

The fobowina table pres_IS. for abe tbrcc yaQ'a eDded Decemhc:r 3l. 1997. cartain lIIIfIlQIODt of Operations
data expreased as a perccntllp of tOla1 Ievcoue:

Toll reven.uo •••••••••••••• , •..•.••••.••.••.•••••••••.•••••.•• - .••
Lc:K:a1 .-vice and otlJer' "" .. ,. .. " " " " "".. "" "..

TotBl revelllle "."""" .. ,," I' " " " " .. , " .. " " • " , " II ..

Network c:osts: .. ".. """ .. """ ........ ".. """" .. ".. ".... "...." ........... ".... .. """"" .. "", ...... "...... "
GlmS);IIOftt "...." .. I' .. .. .. .. " .. " " " .. " .. .. ...... " .. .. " " " .... " .. " ...... I' " .. " ...... " .. " " .. " .. , .... " " .. " ..

OIlIer operating expeoscs:
DtpteeiAliOll aDd IUllOJ'dzacion ••••••••.•••••••••••••••• •••••••••••••
Se1JizII, expen.se.s ".. .. ".. "".. ".. ".... ".. .. .. .. ,. ...... ".. .. .. • .. .. .. .. "".... ".. "".. """".. ".. "....
0cDl::ra1 .and ad1DiDistralivc .••.••••••••.••••••. -• , ••.•.•••.•••••• , ••
MIDlIS~t restructuring .•...•........•......•.••.••...•...•...•....

Total cxher operating expenses •..••..••.••...••..•..... I ••••••••

Income fIoIn oper;abons •• . •.•.•••••••••••••• - ••••••••.•••••••• - . ••• ••• •
Total *z" expeIISC .. " 4 ,. .. " .... " " ...... " " " .. " ........ " .. " .. " " ........ , " , .. " .... I' .. " .. " .. " , " .. " ....

Loas from operatiQDS before provision f<JI: (benefit from) il)CO!U taXes and
miJlc)rity iD.teleSt ,. " " " .. " " " ,. .. " " .. " " " " " " " .. " "

ProviIion for incoIne taxes - .••••••••••••••••••••••••.•.••••• , ••.•.•••••
MiDclrity imerest in ea.nUqs of <:Ol18oHdated subddiary ...•.•...•..•...•....

. IncOUle (loss) from opersti.ons ••••...••..•••• - ..••••••.••••.••. " ••••.••.

y.........Dt....31,

~ .:!!!.. IM(2)

87.K !U.5Cl 91.8fJ(,
12.1 8.5 7:l- - -

100.0 100.0 100.0
58.6 62.7 60..8- - -
41.4 37.3 '39.2

6.4 5.3 6.1
13.7 11.0 ]LA

16.1 16.4 20.8
0.7-36,2 32.1 !9.0- - -

5.2 4.6 0.2-
(2.3) (1.1) (2.7)

2.9 3~ (2.5)
0.1 0.1 0.2

(0.3) .J2:!>
2,g~ 2.5~ (2.8)%
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. (1) lneJ.udes'tbt. results of operations of COIDJlIXIier.~ during '997: Tnn8pbooc Intemational Ltd. from
I~ I, 1997, United Telecom Ltd. fian July 1. 1997, VISTA hUttoalionaI from Aupst 1, 199? and
Tdenational. Communications Deutsebland Limited Panncabip fxom July l. 1997.

(2) Incl.ud.es the tC.$1l1~ of operations of Mctrowido ComnumicaliOlt$ from Auaust 1, 1995, the dale of
aaplisitioo. .

1997 ComptJred with 1996 .
RihlenzuJ. Total revenue for 1m iDcIe8Ied $63.8 romtOD, OJ" 21% lD $372.6 miUioo from $308.8 milI.ioIl

in 1996. Loo.c distance toll reVeIJ,\1O incEcued $45.0 1Idl1lon, at 16%. to $321" minion from $282-' million in
1996. The &to'Wtb in longdi~ taD MVeDUe WQ i\1e1ed. by a 31% increase mbillable minDtOS. Revenue from
\\itolesale caniels in 1997 inaoaxd to $78.9 million (21~ of totl,l I'GVCQut;) from $13.4 mII110n (?A1Ij{, of total
revenue) in 1996. Si:Di1lcandy Rduc:ed nrvenue from two ClIJIIIdjan canic:rs WQ'e realized io 1997, ICC:Ol1DCID&
tor a $10.8 lt1iIllon reduction in eaaier mwage from the same period in 1996. AdditiODa1ly, tho 1996 period
rdlects $9 m1llioo of U.S. non-.ecumng canicr rc'V1lQlIe. BxcludiDIIOtQ wholesale carrierrevenue,lOJ18 di.taDc£
toll I'e'ftGue for 1997 increased 19CA from 1996. LoDg~e toU revenue pet"bi1WJle minute for the CI.JmjII1

period decreased It%, from $.lS7 to $.139, 1...."ly a re&ult of compecilive pri.clDg prasurea and change in
cuB10mer mix. The growth in adler reVeJ1~ is Ialply att:dbutable to powtb in IDDrDt shll!'8 in dle compedli.ve
'local e.xcbange business in the U.S. and. a fuU year ofrcvenuc& from Imemer Canada eompared to seven IDOIIths
in 1996.

Total rCvcnue (unatIlliatec1) in Nortb Alnerica for 1997~ 10,," from 1996. Long distaDte toll
revenue (unaffiliated) ineteaBed I'll from 1996. Howe.~, 1996 included S9 million of mm.-xeearrlta3 curler
revenue, and 1997 rcftects rcd.ucetl rovenue from two earried of $10.$ m.lllloc. Excluding total carrier rcVCIIUC.
long ~Wlce toll revenue in 1997 iDcRucd. 11% from 1996, and is auributable to core powlb in minutes and
CU5lOmer aCCQWlt8 and from acquisitions. Long diltmlce toU ~eoue per minute for 1997 decreas~ 19% from

lIS

\
I

I
I

I
I
I
!

,-

11
___ -t- ~' -. ',:1'1 rlJi'W .'; ~ ~ i ~'lJ-'l ':r -ij WJ ~ ~ , •

::i 'j .L: C'.l- :I :J'1\ , ::v 1.\ '..:6·..: .........\:Jv v · •

... ... ..... ....
1'4"".... H.............. ...

I
I

.~rti I--L.



$.150 to S.I22. 18rply a result of coropetiIive priciDa pcuut'II jJ1 bocb Ibe: U.S. aDd Q!uada Retail price
preII1IlU in IIIdl marbt II'C _peered to COIl1imle which may impIQ Ace', '..,m. UJcaI service md .mer
~ for: 1997 im:rcQed 518.9 million or 72«1& from 1996•• l'C8I11t of rmwth in U.s. kx:a1 exchlnp m'OIlDe
aDd iDcEeueclla.faMlDlated revaNC in Canada. AC£. cootiDues to iJJvat in tbelocal c.chaDge boaiDel&. hlvUl&
maa.Iled swiJdles durin& 1997 in BuffIlo, AlbBDy. New York Qt)'. BOMOO ad Sprinsfteld, MISSIICln1aeUB.
CoadnUld eatpaDSi.oD IIld pwEh in DOG-101l revenue. iDcludmI local~ larvice, IJDmet and adler
sc:rvicot is e.x.pected to 'bccome a Jaqer component of total~ in future perio&. As a perce:nt of total
mveu:oe, DOI\·mIlmrel1118 for 1997 was 12911 COJIIC'IUed ro 811 tot 1991i.

. TotI! revea:mo (unafIUiale<l) in P..urope (substaDlially aU long diltBnco ton tcvemte) for 1997 inaeased 47CJ&
from 1996. SxclDdD:l& cmier fCvenue.. 10Dl dIsIaDc:e toR .mreoue for 1997 inc.reued 3:3'l1 from 1996. and is
IllributlbJe to core growth in WButes aDd commercial &lid studoDl C11$texne:r accounts, and ftom agquiaitiou&.
~Loq distance toll revalue per b!11able minute for 1997 or $.114 ra1JIined~ frc«a 1996, as the itnpJet
,of higher revenue :frrm1 curlers partially offset retail price rcdw:tiou5 imp1emeDl:ed duriDg me period for
iDtemmClnlll aDd domeilic laag diJunoe rues. The GermID operatiDa UDit CtXl1ributed a modest 8IIlOImL of
l'cVf;D.1JO from !he acquired TNC cwtom«We IS well u ftom swilcb1eas _ale activity. Reveo.l1e F minme in
Germany of $.736 in 1997 Idecta IS bi8h c:onc:ent.mioD of' lligber rate intemlllOlllll uafJlc.

NIlWd,l CMu. Net.woJk eosm fot 1997~ $24.8 mlUioa or 13~ to S218A mUlion from S19~.6

miW.o4 in 1996. As a peEteDt or revenue, oetWarll; cosm for 1997~ 5K CIOJQpII'Od to 63'11 in 1996. Network
COIIb per billable minute for 1997 dcc:rcued 149W, :from 5.108 to $.093. Tho red.DctUm in network COIlS as a
percent of mvenae, aDd perbillable minute. is 1arJe1y III:tr1"bDClb1c to tedI.tc:od OClII1tributioa cltarp.s eDaC'ed during
1997iD ClDlda., a favcnble abift iu buliDesslCLIatcmu=r mix IS hiaher margiQ local w:h8nge menue conttitute a
higher pel'CC'Jtt of I1'VClDDe in 1997 as cOI21pmed to 1996. decllmDg &eeess rates for ori.IiDatiOJ1 dd tel'DliuDan,
and iDtetnal network dfi<:~. .

NetwCltk wits in Nortb. Amerlca for 1997 as a pen:eDt of UJleffjtil!tJ'd 1eVem.e domased to 57% from 62~

for 1996., and pa: billable mhmte also ck:cnlued from 5.105 to $.084. These imptOvements rcsu1trld from the
aforementioned reduction in Canaetia c.omdbotion chirps, increased. amount of bigbcr mqin local oxch~
RWII1Qe In the U.s., and i:utemal DelWoD: efficieJlCiq Not'WO%k COit$ in BurDp8 for 1997 as a pen:cnt of
UDaftUiated.:revenue deereue4 to 62'91l from 65% in 1996, awl per billable min. decreased. from. S.114 to $.lJO.
Recent investrneDta In swiId1es. a Ux. mic101ravo nawotk IUd JRU are gpec:ted 10 more Bipfficantly lower .
DClWotk costs In tile near~ as oWJ1tlrlhlp of mete facilities will ooablo ACC to reduce reliance on leased
lines and inc':eD.Se JUltwort capacity. 'I'bfs fOl'Wlrd lookinC lIaternemt Is based OD expec:tations :tepzd!D& cust.omcr
dfanand aDd tbt re1I1ive cost and availability of leased. Jines aDd eJttrnative tr'IDSmisslon faclliries in ACe's
lIWkeU. and wu1d be adYeaoly Jmpac1cd by competiQw pd.ciDg pressures. If I$nch expecwions are DOt realized,
ACC's act1:Ial results may difleJ: materially nom tbe 1or:egomg dillC118aon. .

Othe,. OplrtJJing Exptns~$--Sc:llin8. ~ral aM AdmiIWtI¥Jtiva ExrHMtS. Total Selling, Gqetti and
Administrative expenses (USOtkAtI

) for ]991 iDcteacd $26.5 million, or 31~. to S111.0 CIJiIliOD from SS4.S
million iDl996. As a percent of ravene, SG&A increased to 3~ from 27%. Tbia increase Is latge]y adributa.b1e
to !lip seIliol expetUeS (Le., agedts, u.lespe:mon IDd CUS1lCl1Uer commissio11l$) as60ciated with growth in lccal
~P revenu£. added overhead from aclJ'llred eattitiC! and infra.stI:ucture COSli to support I:lXPIDSiOi1 in
Germany.

. OlAer lllC01M (Exptnse). Net in1crcat expenso for 1997 dec:rcued by $.4 m1l1ion from 1996. Merp: COStli

in 1997 of $5.0 rnillion 'W'e1'e incum:d in connectloo with the then pea.cfjDJ metler'S with U.S. WATS fuc.. and
Tdepcm Conununk;uion$ Group lnc... aDd iDc1lIdes C08lJI fer iDves~t ad...aory, legal, aetoonling and othBr
professional services. Foreign l!JtChan&e gain.tllOlSCII n:8ect cha.D3e$ in the va1~ of amounuboJTowcd by the
forcigu S\1bsidlarle$ from A.Ce Corp•• end ACe u.s.• net of gainsllossc:s on BSsodartd bedpIs contnces. ACC
continua to hedp lubSWltlaUy all interc:ompMy loans to foreign subsic.tiaries hl an anempt 11) reduce the impact
of tmnsaaion gains or losses. .~CC does not engage in speculative fOftd8U currency ttaoACdons. 10 1997. Ace
zecognir.ed losses Oil fmeign Cutnlocy ttansactions of $.2 million eompa:red to pins of 55 million in 1996.
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